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In the
SUPREME COURT
of the
STATE OF IDAHO

Reed J. Taylor,
Plaintiff-Appella t,

'~

FILED .. COpy

v.
AlA Services Corporation, et al,
Defendants-Respondents.

CLERK'S RECORD ON APPEAL
VOLUME XXIX

Appealed from the District Court of the
Second Judicial District of the State of Idaho,
in and for the County of Nez Perce
The Honorable Jeff M. Brudie
Supreme Court No. 36916-2009

RODERICK C. BOND
ATTORNEY FOR PLAINTIFF-APPELLANT
GARY D. BABBITT
ATTORNEY FOR DEFENDANT AlA CORP-RESPONDENTS

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE STATE
OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE

REED J. TAYLOR, a single person,

)
)
Plaintiff-Counterdefendant-App ell ant)
Cross Respondent,
) SUPREME COURT NO. 36916-2009
)
v.
)
)
AIA SERVICES CORPORATION, an Idaho
) TABLE OF CONTENTS
corporation; AIA INSURANCE, INC., an Idaho
) VOLUME XXIX
corporation; R. JOHN T AYLOR and CONNIE
)
T AYLOR, individually and the community
)
property comprised thereof, BRIAN FREEMAN, )
a single person; JOLEE DUCLOS, a single person )
and JAMES BECK and CORRINE BECK,
)
)
Defendants-Counterclaimants)
Respondents-Cross Appellants-Cross
)
Respondents,
)
)
and
)
)
)
CROP USA INSURANCE AGENCY, INC.,
an Idaho corporation;
)
)
Defendant-Respondent-Cross Respondent, )
)
)
and
)
)
401 (k) PROFIT SHARING PLAN FOR THE
AIA SERVICES CORPORATION,
)
)
Intervenor-Cross Appellant-Cross
)
Respondent.
)
)
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on the dates indicated, nor isit necessarily indicative of the results of operations which may be expected to
occur in the future.
Selected Pro Forma Financial Information
(Unaudited)
(In Thousands)

Year

End~d

Historical
Revenues
Commissions
and fees
Net
investment
income
Insurance
premiums
and other
Total
revenues
Benefits and
Expenses
Commissions
- : Policy
benefits
General and
administrative
Total
benefits
and
expenses
Net income
before
taxes
Income taxes
Cumulative
effect of
accounting
ch[Jnge
Net income

December 31, 1993

Adjustments

Pro Forma

Year Ended December 31, 1994
Fourth qtr
projected
Adjustments
Historical

Pro Forma

I
$ 6,693 (a)

$13,232

$ 4,181

$ 5,716(a)

$ 3,537

$13,434

3,134

(509)(b)

2,625

1,913

(322)(b)

496

2,087

I

47,767

(39,859){c)

7,908

31,042

(26,050)(c)

1.665

6,657

I

57,440

(33,675)

23,765

37,136

(20,656)

5,698

22,178

9,721

(2,634)(c)

7,087

5,716

(1,028){c)

1,557

6,245

30,989

(23,777){c)

7,212

21,109

(16,843)(c)

1,422

5,688

15,127

(6,061 lId)

9,066

11,460

(4,121){d)

2,456

9,795

23,365

38,285

55,837

1,603
(350)

(32.472)

(1,203)
228

400
(122)

5.435 _

(2L992)

(1,149)
357

21,728

263
(63)

1,336
(436)

450
(142)

395
$ 1,648

$ (975)

$

673

$ (792)

$

900

$

200

$

308

(a)
Commissions on group business have historically been paic! to the marketing companies by Universe and its reinsurers wiih only
the commissions paid by the reinsurers recognized as commission income Oil a consolidated baSIS. This adjustment assumes that Centeanial
pays all group commissions during the periods presented. Accordin::;ly, commission income is increased to reco::;nize c0I11111issior,s' paid
by companies outside-the,consolidated group. It is further a~sllmed that first year commissions on SBA/UB premiums are paid
';0%.
No SBA/UB commissions were paid in 1993 or 1994. In addition, fee income is increased, to reco::;nize administrative fees paid ;0 the
Company by Centennial.

?'

(b)

i

$ 6,539

This adjustment eliminates investment income on investments supporting the group reserves assumed to be trallsfe~~~d to
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Centennial. In addition, it is assumed that Universe recognized a gcln of approximately $6.7 million on the sale of its group business to
Centennial to be received over a five-year period subject to certain profitability criteria. The resulting receivable from Centennia'
computed as the present value of expected future cash flows using a discount rate of 10%. Investment income is computed at 10% of •.
outstanding balance of the receivable.
(c)
This adjustment eliminates the group premiums and the individual major medical premiums from the pro forma operating results.
Corresponding adjustments were made to eliminate the associated policy benefits and commission expenses.
(d)
The Company has incurred certain regulatory and other expenses considered to be non-recurring and, accordingly, such expenses
have been eliminated from the pro forma operating results. In addition, certain departlnental and other administration and marketing
expenses are assumed to be eliminated or reduced as a result of selling the group and individual insurance business and the resulting
restructuring of the Company.

Selected Projected Financial Information
The selected projected financial information as of December 31,1995,1996, and 1997, and for the three
years then ending, were prepared by the Company, with significant input from the Campanaro Team (see
"Management"), assuming that the Company no longer underwrites the Group Universal Health or individual
accident and health insurance business and that the Company is subject to all Centennial agreements. Whil~
approximately 50 % of the Group Universal Health business is not planned for transfer to Centennial until mid1995, management of the Company believes the 1995 projected net income would not be materially affected.
The projected financial information is designed to provide information for a potential private placement
investor. The projections have not been reviewed by an independent public accountant; nor have they been
prepared to be in compliance with public disclosure and regulatory requirements. The assumptions disclosed
herein are those that the Company believes are significant to the projection. Although the Company has
prepared these projections in good faith, there can be no assurance that the projections will be realized or tl
results disclosed therein realized. (See "Risk Factors".)

AlA Services Corporation
selected Projected Financial Information
For the Years Ending December 31, 1995, 1996, and 1997
(In thousands)

1995

1996

1997

$23,690
2,700
7,200

$37,730
2,900
7,200

$60,950
3{000
7,200

$33,590

:247,830

~71,150

Net income

S 2,690

S 4,750

S 8,830

Total assets

$69,955

574,118

~82(427

Total stockholders' equity

$ 5,975

510,137

~18(447

Revenues
Commissions and fees
Net investment income
Insurance premiums and other
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Assumptions Underlying Selected Projected Financial Information

Basis of accounting-The selected projected financial information was prepared on a basis consistent
with Generally Accepted Accounting Principles.

Commissions and fees represents commission income and administrative fees paid to AlA Insurance by
Centennial on the GUH Plan and on other products sold by the Company which are typically underwritten by
Centennial or other insurance companies. First year and renewal.commissions are typically 40% and i5%"
respectively. The administrative fees are 3.5 % of total premiums based on the following premium schedule:
ESTIMATED TOTAL PREMlliM REVENUE

(In Thousands)

GUH-new
GUH-renewal
New products-new
New products-renewal

,

1995

1996

1997

$20,000
60,000
15,000
0
$' 25,000

$ 25,000
72,000
35,000·
13.500
$145,500

$ 25,000
87,300
75,000
43.650
$230 1 250

I
II
,

I

I
iI

Investment income is computed assuming a yield of approximately 6.5 % for all projected periods.
Insurance premiums and other represents renewal premiums on the insurance business remaining in
. Universe and Great Fidelity following the transfer of the GUH Plan business to Centennial. Premium
income for the projected periods is assumed to approximate the average premiums for such business in
1993 and 1994.
Policy bene/Us are assumed to be 90% of premium income, consistent with prior years for such
business.

Commission expense represents commissions paid by AlA Insurance and AlA MidAmerica to their
agents and is based on the following commission scale for all projected periods:
(Percent of premium income)
GUI-I-new
GUH-renewal
. New products-new
New products-renewal

30.0%
7.5%
29.0%
7.5%

General and adminisfrative expenses for 1995 are expected to be consistent with 1994 to recognize the
presence of underutilized capacity. Such expenses for 1996 and 1997 are assumed to increase due to the
necessity to keep marketing and administrative capacities in line with premium growth.

Interest expense is assumed to be equal to the 1994 level which includes interest expense on bank debt
as well as the Series A Preferred Stock currently being redeemed. In addition, interest expense at 10% on the
$6 million Common Stock repurchase obligation to Reed J. Taylor is included. (See "Restructuring".)
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Income taxes-The assumed effective income tax rate of 30 %recognizes the availability of net operating

Total stockholders' equity assumes, for 1995, that the Company receives net proceeds of $5 mIllion in
B Preferred Stock; the Company redeems $700,000 (70,000 shares)

conn~tion with the issuance of the Series

of Series A Preferred Stock; Series C Preferred. Stock is issued for $1.5 million; and the Company purchases
500,000 shares of Reed Taylor's Common Stock for $1.5 million cash and a $6 million note. The Series C
Preferred Stock is assumed to be converted in mid-1996. Dividends at 10 % are assumed to be paid each year
on the outstanding Series B and Series C Preferred Stock. Further, it is assumed that the Company redeems
the remaining Series A Preferred Stock over a lO-year amortization period and issues Common Stock upon
exercise of options granted under the Employee Stock Ownership Plan.
.
.

RISK FACTORS
Dependence on Key Agent and Administrator Relationships
The Company's revenues are materially dependent upon AlA Insurance as the agent and administrator
of several trusts including the Grain Growers, Soybean Growers and Poultry Growers Trusts. This subsidiary
is responsible for marketing insurance programs to members of agricultural Associations which have formed
trusts in conjunction with the Company. It is anticipated that AlA Insurance will also become responsible for
maintaining the relationship' With, and selecting the appropriate products from, the insurance companies which
provide products to be marketed. The appointment as agent and administrator of the Grain Growers,. Soybean
Growers, and Poultry Growers Trusts is annually renewable by the directors of the trusts for a three year term.
Therefore, if this appointment as agent and administrator of any of these trusts is not renewed, it would expi
. at the end of the third year. The loss of these positions as trust agent and administrator could have adverse
effectsupon the Company. (See "Busi ness- Association Relationships".)

hlsimHlce Business Risks
Although the Company has sold a large portion of its Group Universal Health business to Centennial,
its subsidiaries, Universe Life and Great Fidelity, still maintain a significant amount of insurance in force.
Profitability in the insurance industry is affected by numerous factors.· Excess claims, policy lapses or non
renewals, f1uctuations in interest rates, increased medical costs, the loss of key agents .. changes in regulatory
requirements, and similar events could all have adverse effects upon the Company's insurance business. The
growth of the Company will depend significantly on its ability to attract and retain experienced agents,
particularly as it relates to the future strategy for becoming primarily a marketing organization. Competition
for such agents is great and there can be no assurance thanhe Company will be able to attract or retain a
sufficient number of agents to carry out the Company's business plan.
Com peti ti on

The insurance industry is highly competitive. Many of the Company's competitors have substantially
grec1.ter financial and other resources than the Company, and there can be no assurance that the Company wi 11
be able to compete effectively against such competitors in the future. While the Company is the only entity
endorsed by the Associations, individual Association members may purchase insurance from any insurance
provider.
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Shift in Corporate Strategy
On October 1, 1994 the Company executed an agreement with Centennial Life Insurance Company to
transfer a substantial portion of its Group Universal Health underwriting risk. This agreement, among other
things, allows the Company to focus its strategy on the marketing of insurance products because, the Company
will not assume any additional underwriting risk until such time as the Company's management determines that
capital conditions and market factors warrant such actions. Through Centennial and other insurance companies,
the Company can expand its product line to include the new products sought by Association members, including
disability insurance, life insurance, annuities, retirement plans, and mutual funds. After the new strategy is
implemented, the focus of the Company's operations will change significantly. The success of this shift in
focus will depend upon the marketing skills of the Company and the acceptance of new products in the
marketplace. There can be no guarantee that the new strategy will be successful.
New Management and Dependence on Key Individuals
To date, the Company's operations have been materially dependent upon the efforts of Reed J. Taylor,
its Chairman, and R. John Taylor, its President. On January 1, 1995, Richard W. Campanaro, Bill Tarbart
and Andrew Chua joined the Company for the purposes of building significant additional marketing and sales
programs and posturing the Company as a marketing organization. While Reed J. Taylor will be retiring as
Chairman of the Company, he will remain active as a consultant and Board member for a period of at least
three years. The loss of services of any of the above mentioned individuals could have adverse effects on the
Company. It is anticipated that key person life insurance will be maintained by the Company on these active
,individuals.
Insurance Regulation

The insurance activities of the Company and its subsidiaries are subject to licensing and regulation by
the jurisdictions in which they conduct such activities. Failure by the Company or its subsidiaries to obtain or
maintain such licenses would have a material adverse effect on the Company. Various insurance laws and
regulatiolls specify allowable types and the amounts of assets held by insurers to satisfy insurance solvency
requirements. Failure of the Company to maintain adequate assets and capital by type and amount may
jeopardize the ability of the Company to offer new insurance or maintain existing insurance policies. (See
"Business-Regulation".)
Regulatory Approvals Required For Change of Control

The Company will acquire a majority of the shares held by its current Chairman, Reed J. Taylor, who
is retiring (see "Restructuring"); and a new senior management team led by Richard Campanaro, which has
played an integral role in shaping current strategy (see "Management"), joined the Company on January 1,
1995. The new management team will acquire control of the Company prior to or contemporaneously with the
closing of this offering, subject to receipt of certain regulatory approvals. Under Idaho, Indiana and Texas
insurance holding company legislation, prior regulatory approval is required for changes in control of the
Company, which is defined by the acquisition of more than 10 % of the outstanding shares of Common Stock
by Olle or more affiliated parties. Although the Company expects regulatory approval by May 1, 1995, such
approval is not guaranteed. However, such approval must be obtained prior to consummation of the
Company' 5 reorganization.
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Regulatory Approval Required for Distribution of AlA Insurance
AlA Insurance, Inc. is presently a wholly-owned subsidiary of Universe Life. The contemplateu
reorganization of AlA Insurance as a direct subsidiary of the Company will be accomplished by an
extraordinary dividend of the AlA Insurance stock by Universe Life to the Company, and the replacement of
the value of AlA Insurance on Universe Life's books by the Company's contribution to Universe Life of a
portion of the proceeds of this offering. Payment of an extraordinary dividend requires prior approval of the
Idaho Department of Insurance. The Idaho Department has previously approved the extraordinary dividend
of the AlA Insurance stock to the Company, based on the assumption that the transfer of the Company's GUH
business would be completed by December 31, 1994. However, the Company and Centennial have
subsequently agreed and have advised the Idaho Department that the transfer of the GUH business will be
phased over the next six months. Because some of the assumptions for the Idaho Department's prior approval
have changed, management of the Company may conclude that the distribution of AlA Insurance to the
Company should be resubmitted to the Idaho Department for confirmation of its previous approval of the
extraordinary dividend. While such confirmation is likely to be obtained, if requested, it is not guaranteed.
Possible Need for Additional Financing
Assuming that the Company sells the minimum number of Units offered hereby, the net proceeds from
the Private Placement of the Company's new securities are expected to be sufficient to permit the Company
to meet regulatory capital requirements; and it is expected that sale of the maximum number of Units will
enable the Company to meet such requirements and redeem its Series A Preferred Stock. If the Company's
growth exceeds expectations, or sales objectives are not achieved, or expenditures exceed expectations without
a corresponding increase in revenue, the Company may be required to find sources of financing before it c,
generate the revenues required to sustain operations. Such additional financing may be sought from a numbel
of sources, including possible further sales of equity securities or loans from banks or other financial
institutions. No assurance can be given that the Company will be able to obtain additional financing from any
source, on terms favorable to the Company. If the Company is able to sell additional securities, it may be
required to do so at a price that is less than the price of the Units offered hereby. Further sales of equity
securities could result in substantial dilution to investors purchasing the Units offered hereby.
Pcoj cctions
The financial projections contained herein have been prepared by the Company (including substantial
input from its new management team) and are based on assumptions stated therein that have not -been
independently reviewed. The projections were not prepared with a view to public disclosure or compliance
with published guidelines of the Securities Exchange Commission or the guidelines established by the American
Institute of Ceitified Public Accountants. In addition, the estimates and assumptions underlying the projections
are subject to significant economic and competitive uncertainties and contingencies which are beyond the
Company's control, and the projections cover a period of more than one year which makes such predictions
more difficult. There can be no assurance that the projections will be realized; and actual results may be lower
than those set forth in the projections. Because of the lirnitations of these projectioi1s, investors are cautioned
about placi ng undue reliance thereon.
.
Minimum-Maximum Offering
The Units are being offered on a "best efforts, all or none basis" for the first 21.4 Units and on a "best
efforts" basis for an additional eight ul1its. Subscri ption proceeds wi 11 be cleposi teel in an i nterest-beari ng
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impoundment account during the offering period. Unless the minimum offering is completed by May 1, 1995,
which period may be extended until May 16, 1995 by agreement between the Company and the Agent, the
offering will terminate and monies received will be refunded to the subscribers with interest earned thereon.
If the Private Placement is unsuccessful,the new securities will not be issued; and the Merger will be
abandoned.
No Market for Securities

\

I
t

I

. There is no present market for any of the Company's securities, and there can be no assurance that the
Company will ever effect a public offering of its securities.

1994 Operating Results
A change in insurance regulations and statutes has severely limited or disallowed Universe Life's
investment holdings in common stock of subsidiaries for meeting statutory capital requirements. This
regulatory change has limited the ability of the Company to issue new policies during 1994 and caused a
decrease in insurance premiums and commission revenues during 1994. Additionally, the Company spent
several months during the year, as well as substantial legal, accounting and actuarial fees, seeking regulatory
approvals and reapprovals of its Group Universal Plan for Health policy form and associated statutory reserving
methods. During this period, new sales were severely restricted or suspended pending the approvals. Although
the Company believes these current limitations will not continue since new GUH Plan business will be written
through Centennial and all Centennial policy approvals are expected by May 1, 1995, it is not known what
effect this limitation on sales will have in the future.

t

I

I
;

!

Uncertainty Related to Health Care Refonn Measures

!

In October 1993, the Clinton Administration submitted proposed comprehensiv'e health care reform
legislation to Congress. The Clinton proposal was designed to overhaul the health care system to, among other
things, (i) control or reduce public and private spending on health care; (ii) provide for uniform health
insurance benefits packages and administrative efficiency in the health care system and (iii) provide universal
access to health care by 1997. Other comprehensive health care reform proposals have subsequently been
introduced by others in Congress and in State legislatures. Some proposals involve single-payor systems. Such
proposals, if adopted, could adversely affect the Company's business in the future. Although the Company
cannot predict whether any such legislative initiatives or regu1atory reform proposals will be adopted, there can
be no assurance that such initiatives or proposals will not have a material adverse affect upon the Company.
In addi tion, there have been a number of federal and state proposals to subject the pricing of health care
products and services to government control. It is uncertain what legislative proposals will be adopted or what
actions federal, stale or private payors for heallh care goods and services may take in response to any health
care reforms and no asstl rance can be given that any such reforms wi 11 not have a material adverse 'affect on
the Company. A change in composition of the federal legislature and certain state legislatures in January 1995
has adcled to the uncertainties regarding potential health care reform measures.
Dividend Policy
The Company has never paid cash dividends on its Common Stock. The Company's present intention
. is to retain all earnings, if any, for working capital, capi,tal expenditures, and general corporate operational
purposes. The Company does not anticipate paying cash dividends on its Common Stock in the foreseeable
future.

I
I
!

i

I
i
~

I

I
I
I
~

i
1
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ADDITIONAL INFORMATION
The following documents will be available for inspection by the Company's stockholders prior to the. .
special meeeting:
.
Aricles of Incorporation and Bylaws
Articles of Amendment
Form of Class B Warrant
Form of Class C Warrant
Form of Agent's Warrant
Agency Agreement
Merger Documents
Campanaro/Taylor Employment Agreements
Proceeds Impoundment Agreement
Questions concerning the special meeting or this Disc1osoure Statement should be directed to R. John Taylor.
President, or Daniel L. Spickler. Corporate Secretary.
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30-1-&l, Right of shareholders to

di.ssen~

payment for
shares. - (a.) AIly shanholder of a corporativ_ ~hall have the right to
dissent from. and to obtain payment for his shares in the event of any of the
following corporate actions:
(1) Any plan of merger or consclidation to wruch the corporation is a
~ party, except as provided in subsection (e) of trus section;
(2) Any sale, lease. exchange. or other disposition of all or substantially
U of the property and assets of the corporation not made ·in the usual or
",gular course of its business, including a sale in dissolution, but not
including a sale pursuant to an order of a court having jurisdiction in the
premises or a sale for cash on terms requiring that all or substantially all
of the net proceeds of sale be distributed to the shareholders in accordance with their respective interests within one (1) year after the date orsale;
(3) Any plan of exchange to which the corporation is a party, as the
corporation the shares of which are to be acquired;
(4) Any amendment or the articles of incorporation which materially and
adversely affects the rights appurtenant to the shares of the dissenting
shareholder in that it:
{D Alters or abolishes a preferential right of such shares;
(ii) Creates, alters or abolishes a right in respect of the redemption of
such shares, including a provision respecting a sinking fund for the
redemption or repurchase of such shares;
(iii) Alters or abolishes a preemptive right of the holder of such shares
to acquire shares or other securities;
(iv) Excludes or limits the right of the holder of such shares to vote on
any matter, or to cumulate his votes, except as such right may be
I imited by dilution through the issuance of shares or other securities
with similar voting rights; or
(5) Any other corporate action taken pursuant to a shareholder vote with
respect to which the articles of incorporation, the bylaws, or a resolution
of the board of directors directs that dissenting shareholders shall have a
right to obtain payment for their shares.
(b)(D A record holder of share, may assert dissenters' rights as to less.
than all of the shares registered in his name only if he dissents with.
respect to all the shares beneficially owned by anyone 0) person, and
discloses 'the name and address of the persons on whose behalf he dis·
sents. [n that event. his rights shall be determined as if the shares as to
which hc has. dissented and his other shares were registered in the names
of diITercnt' shareholders.
>') A benefIcial owner of shares who is not the record holder may assert
_issenters' rights with respect to shares held on his behalf, and shall be
treated as it dissenting shareholder under the terms of this section and
section 30· t·31. Idaho Code. if he submits to the corpor3tion at the time
of or bdore the assertion of these rights a writLen consent of the record
holder.
(el The righ~ to obtain payment under this section shall not apply to the
s.h:trcholdcrs of the slIr..·.. iving corpora.lion in a merger if a vote of the share110ldcrs of such corpor.:ttion is not ncccssllry to authoriz.c such merger.

(ell A shnreholder of a cprpofation who has a right under this sedion to
obtain payment for his shares shall "'we 110 right at law or in equity to
attack the vnlidity of the corvorate action that r;ives rise to his right to
obt .. in payment. nor to have the action set aside or rescinded, except when
the corl'or"te aeLion is unlawful or fro.udulent with regard to the complain·
in" shcreholder or to the corporation. (I.e .. § 30·1·80, as "dded by 1979. ch.
11)5. §' 2. p. 251; am. 1931. eh. 226. § 2. p. .j~3.1

(e) If the proposed cory
is submitted to a vote at a meeting of
shareholders. any shareh
wishes to dissent and obtain payment for
his shares shall refrain from voting hls shares in approval of such action. A
shareholder who votes in favor of such action shall acquire no ri~ht to
. Payment for his shares under this section or section 31).1-80, Idaho Code.
(d) If the proposed corporate action is approved by the required vote at a
meeting of shareholders. the corporation shall mail a further notice to all
shareholders who refrained from voting in favor of the proposed action. If
the proposed corporate action is to be taken without a vote of shareholders,
the corporation shall send to all shareholders who are entitled to dissent and
demand payment for their shares a notice of the adoption of the plan of
corporate action. The notice shall:
(1) State where and when a demand for payment must be sent and
certificates of certificated shares must be deposited in order to obtain
payment;
(Z) Inform holders of uncertificated shares to what extent transfer of
shares will be restricted from the time that demand [or payment is received;
(3) Supply a form for demanding payment which includes a request for
certification of the date on which the shareholder. or the person on whose
behalfthe shareholder dissents, acquired beneficial ownership of the shares;
and
(4) Be accompanied by a copy of sections 3()'1·80 and 31).1-81, Idaho Code.'
The time set for the demand and deposit shall be not less than thirty (30)
days from the mailing of the notice,
.
(e) A shareholder who fails to demand payment, or fails (In the case of
certificated shares) to deposit certificates. as required by a notice pursuant
to subsection (d) of this section shall have no right under this section or
section 3()'1·80, Idaho Code. to receive payment for his shares. If the shares
are not represented by certificates, the corporation may restrict their
transfer from the lime of receipt of demand for payment until eITectuation
of the proposed corporate action. or the release 'of restrictions under the
terms of subsection (0 of this section. The dissenter shall retain all other
rights ofa shareholder until these rights are modified by effectuation of the
proposed corporate action.
(0 (1) Within sixty (60) days aner the date set for demanding payment and
depositing certificates, if the corporation has not· effectuated the proposc-d
cor~rate acti~n a~d remitted payment for shares pursuant to paragraph (3)
of th,s subsectIOn, It shall return any certificates that have been deposited
and release uncertificated shares from any transfer restrictions imposed
reason of the demand for payment.
.
(2) When uncertificated shares have been released from transf.:
restrictions. and deposited certificates have been returned. the Corpor2.tio:)
may at any later time send a new notice conforming to the requireme:)Ls or
subsection (d) of this section. with like effect.
(3) Immediately upon cITectuation of the proposed corporate action. 0:
upon receipt of demand for payment if the corpor:lte action has alre3.dy bO~:1

b;

cO"cctuatcd., the corporation shall remil to dissenters v.rho have mtlc~

demand and (if their shares' arc certificated) have deposited thei:
certificates, the an~ount which the corpof:1tion cstifl1ntcs to be: the f(\~:- v:!lu,;:

of the shares. with interest if any has accrued. The remiu:>nce shall b~
accompanied by:
.
(il The corporation's closing balance sheet and statement of incof:1c ioc a
fisc:. I year ending not more than sixteen (161 months before the date of
remittance, together with the latest available interim financ;,,1 statcment.s;
(ii) r\ statement or the corporation's estimate of f"ir ""Iuc of the sha:es;

and

.

(iii) A notice or the dissenter's right to demond supplemental paY,"l.:1l.
(e) OllfLhe corporationr"ils to remit as required by subsection (0 he:eof.

- :lO·[·S1. Procedures for protection of dissenters' ri{:hts·. _ (al As used
in. this sf:ction:

or if the dissenter bclic\'cs that the ao)ount remiued is less than t.~e r~ir

(!, "Dis:;entcr" mC;)flS :t shareholder "or bcncnci~1 owner who is entitled
In ;'ttlrJ dor;:;. (l:;:,crl dissenters' ril!hts under section :)O·lw80. Idaho Code. and
·····hn hi1s p.;rfo;-mcd every ;;'lel required up to the lime in .... olved for lhe
;t:.;s.::-tir)!\ of stIch rl[:ht.o;;;.

value orhis shares. or thal the interest is not correctly determined. he may
send the corporation his Own estimate of the value or the 5hz-res or 0:' the
interest :lnd demand payment of the deficiency.
(2) If the dissenter docs not file such an estimate within thirty (301 ci';.-s

i:,!) "C{)fp()ralio~l~' mC(lns the i$su~r of lht sh.!rcs held by·the dissenter
::·":fon: '.h..: CO:-Pf):';)tc action. or th~ successor by merger or consolidation of

J.ftcr the corporation's :nniling of ilS' r.clniltnncc, he sh;t11 be cr:titlcd :.0 r.o

t:::,;..

more than the amount remitted_

(h) (ll Within sixty (60) days aller receiving a der.;and icc

::;':;Ue:-

(.1) "F:lir '::dll~" of shares me-nns tl)cir value immedirltcly before the
!.!!fCt:tll.:!lion of the corporate netien to v"'hieh the dissenter objects. excluding
a:,)' appreciation or depreciation in anticipaUon of such corporate action

unless such e"clusion would be inequitabl~.
(.\) "Interest" means interest rro:n the effective dnte of the corporate
~l,=t!On until the dntc of payment at the o.vcr~gc r:J.tc currently pa.id by the

--",)Tiltion on its pdncipal bank loa!1s, or. if none. at stich rate as is fair and
·!:)!c under all the circumstances.
.1
If t:! ?;opo5':td corporate ~ctiOil ....·nleh would gi·... c risc to dissenters'
r~gr:L-; u::dcr subsection (a' oi scctiO:1 30-1·S0. Id0.ho Code. is submitted to a
·.·o:-~ ?: Z!. ~·:!"~:..ihg of shareholders. the ,not.ice of f:1e.12ting shall notify all·
s.~n:-r::,;:)id2f5 \.!1~t they' n(l-"c 9r rna:: :-:n·:[:·3 rieht to dissent nnd obtain
;-.;!::·:r>·::-:~_ :~()!- ~h-::i: ShClrf::5 by cnr.1pl:;i::g ·.... ilh ~h·:-: tcr:n.o:; of t.his section, a;)d
_;::;::; :-:-: :~:.:<:f):':;;)i!:,:i·::ci by <l copy f)fS'::C:';0;~:i 30-!-30 .J:~c 30·1·81. Idaho Cod·~,
';"r-
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pursu;lul to subsection f:;;) hereoC. i~:lny-such demands for poy,.-:cnt :-.zZ::J.ir.
unseltled, the corporation sh311 file in .\1"\ zppropri:l.i..c co;.::-~ a P':::::O:1
requesting t.hat the f<lif ':'aluc of the shares .. nd inlcrcs: thc:-~,::,,; :-~

determined by the Court.
(2) Ar: "ppropriatc court shnll be the district c01.:rl in the COU:1!'; or ::::s

st~tc ..·.. here the registered office oflhc corporntion is located_ If. in ~:,,~,~ ::.:!..S-~

of it mcrhrer Or co;)solid~tlon or exchange oi shnrcs. the co:-por~ti:J:: :5 2:
foreigll corporation w1thout (l registered onice in this stdtC. the ?~tit!!:):: s::a;:
Q.:! riled in the county ·.·;;;£!rt:: lh~ registered office of tht; foreig:1 co:-p.:;,:;'!:.:-;.:::
was last located. If there i5 no kno'-':n r':!C"ls\.ered aITlce. the pc~i\.!v:1 ;:::1:: : ..:;
filed in Ada County. ld:!.ho.
.
(:J) :\11 ciiss!:!"nters. ·,·:::~;-!:!·.·:.!r r!:siciinH, ',,::-~O.5~ dCr.l<ll"l/::!S h~':~ :"!~.: :.:..~:-:
s~ltl~d s:!~d! b~ made p:!r:i:::5 V) ~h~ r:-ocr.:t:c!ing ~.ti in nn t~ctio:; <l~~::-:E: '_~.'::::
ShH:-"2S. :\ copy of th!! ;~':::i:.iD~ 3:-~,:!! he: sr::r·.·r:C 0;) £:~e:, 5~!:h C;::'5'-;:;:·:::- ::'::
.J .5~r::-~;.-:::- i5 a f>Q~ll~S'~::::"_ :~.:: co~: '"":"~y ;;!: s.:::-.~d 0:: ;<f:""! by :.::::~:;;.:~~
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(4) The jurisdiction of the court shall be ,
and exclusive. The court
rnay appoint one (1) or more persons as appLalSers to receive evidence and
recommend a decision on the question of fair value. The appraisers shall
'have such power and authority as shall be specified in the order of their
appointment or in any amendment thereof. The dissenters sh~ll be entitled
to discovery in the same manner as parties in other civil suits.
(5) All dissenters who are made parties shall be entitled to judgment for
the amount by which the fair value of their shares is found to exceed the
amount previously remitted. with interest.
(6) If the corporation fails to file a petition as provided in paragraph (1)
of this subsection {hI, each dissenter who made a demand and who has not
already settled his claim against the corporation shall be paid by the
corporation the amount demanded by him. with interest, and may sue
therefor in an appropriate court.
(i) (1) The costs and expenses of any proceeding under subsection (h) ofthis
section. including the reasonable compensation and expenses of appraisers
appointed by the court, shall be determined by the court and assessed
against the corporation, except that any part of the costs and expenses may
be apportioned and assessed as the court may deem equitable against all or
some ot the dissenters who are parties and whose action in demanding
supplemental payment the court finds to be arbitrary, vexatious, or not in
good faith.
(2) Fees and expenses of counsel and of experts for the respective parties
may be assessed as the court may deem equitable against the corporation
and in favor of any or all dissenters if the corporation failed to comply
substantially with the requirements of this section, and may be assessed
a,gainst either the corporation or a dissenter, in favor of any other party, if
the cou rt finds that the, party against whom the fees ahd expenses are
nsscssed acted arbitrarily, vexatiously, or not in good faith in respect, to the
rights provided by this section and section 30·1·80, Idaho Code.
(3) If the court finds that the services of counsel for any dissenter were of
substantial benelit to other dissenters similarly situated and should not be
assessed against the corporation. it may award to counsel reasonable fees to
be paid out of the amounts awarded to the dissenters who were benefitted.
(j) (1) Notwithstanding the foregoing provisions of this section, the
corporation may elect to withhold the remitt:>nce required by subsection <0
of this section from any dissenter with respect to shares of which the
dissenter (or the person on whose behalf the dissenter acts) was not the
c'"neflcial owner on the date of the first announcement to news media or to
shareholders of the terms of the proposed corporate action. With respect to
such shares, the corporation shall. upon elTectuating the corporate action,
state to each dissenter its estimote of the fair value of the shares, state the
cat~ of interest to be used (explaining the bnsis thereoO. and oITer to pay the
;!!-sulting ~mounts on receiving the dissenter"s agreement to Olcccpt them in
full satisf:lClion.
(2) If the dissenter belic"es that the amount alTered is less than the fair
·:;tlue of the shares and interest determined :lccordin£: to this section. he may
within thirty (30) days afler the date of ",,,ilinl: of the corporation's on·er.

mail the corporation his own eslimate offair value nnd interest. and demand
their payment. If the dissenter rails to do so. he shall be entitled to no more
than the corporation's on·cr.
(3) If-the dissenter m,,'kes a demand as provided in paragraph (2) of this
subsection (j). the provisions of subsections (h) and (il of this seclion shall
apply to further proceedin!;s On the dissenter's demand. [I.e., § 30·1·81. <I.S
"dded by 1979. eh. lOS, § 2, p. 251.)
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Independent Auclitors' Report

The Board of Directors
AIA Services Corporation:
. We have audited the accompanying consolidated balance sheet of AIA Services Coiporation as
of December 31. 1993. and the related consolidated statements of income, stockholders'
equity, and cash flows for the year then ended. These consolidated financial statements are the
responsibility of the Company's management. Our responsibility is to express an opinion on
these consolidated financial statements based on our audit. The consolidated financial
statements of AIA Services Corporation as of December 31, 1992, were audited by other
auditors whose report dated February 26, 1993, on those statements expressed a qualified
opinion due to the accounting for an acquisition and subsequent sale discussed in Note 13 to
the consolidated financial statements.
We conducted our audit in accordance with generally accepted auditing standards. Those
standards require that we plan and perfonn the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.
In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of AIA Services Corporation as of December 31,
1993, and the results of its operations and its cash flows for the year then ended in conformity
with generally accepted accounting principles.
We also audited the adjustments described in Note 13 that were applied to restate the 1992
consolidated financial statements. In our opinion, such adjustments are appropriate and have
been properly applied.

A-J
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The Board of Directors
AIA Services Corporation
Page 2

As discussed in Note 17, the Idaho Department of Insurance (the Department) in its recent
examination of The Universe Life Insurance Company (Universe), a wholly-owned subsidiary"
of the Company, advised management of certain adjustments to Universe's starutory capital
and surplus which the Depanment will permit .Universe to make prospectively. The
adjustments relate to the carrying value of Universe's subsidiary, AIA Insurance, Thc. and the
methodology used in calculating a component of the reserves ofUnive.rse's group accident and
health insurance contracts. The Department has agreed to allow Universe to make the required
reserve adjustment ratably over six quarters beginning July 1, 1995. The adjustment related to
the carrying value of AIA Insurance, Inc. must be made by July 1. 1995. Accordingly, no
provision fofthese adjustments has been made in the starutory financial statements upon which
the risk based capital requirements discussed in Note 19 are determined.
As discussed in Note 1 to the consolidated financial statements, the Company changed its
method of accounting for income taxes in 1993 to adopt the provisions of the Financial
Accounting Standards Board's Statement of Financial Accounting Standards No. 109,
"Accounting for Income Taxes.
tI

February 25, 1994, except
Note 7 which is dated June 24,
1994 and Notes 17 and 18 which
are dated December 23, 1994
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AIA SERVICES CORPORAXION
Balance Sbeets
December 31, 1993 and 1992

Conso~idated

Assets

1223

'992
(Restated)

Investments
cash
Accrued investment income
Receivables, net of allowance of S21[610
(S31,700 in 1992)
Income taxes receivable
Prepaid expenses
Property and equipment, net
Deferred policy acquisition costs
cost of insurance and licenses acquired
Total assets

S46,748,582
169,464
267,351

$39,506,813
1,100,134
194,176

8,322,448
148,004
1 / 025,545
1,483,806
7 / 482,857
4,265.663

6,863,462
285,617
1,124,748
4,036,975
6,450,677
5, )43 . 755

S5~L913.12Q

S5~,]Qf1,35]

$53[656,376
850,000
5[294,742
2,564,452
1.319.173

$48,038,557
1,121,000
5,246,937
3,947,871
1.355.114

63,684.]43

59.7Q9,479

1.992,200

1.851.5QO

1,018,729
507,177

1,018,729
507,177

(1,244,153)

(1,131,271)

6,762
3,948,262

302,025
2,448,7ltl

4,235,77]

3,145.378

Liabilities
Policy benefits and other ro1icy
liabilities
Unearned commissions
Accounts payable and accrued expenses
Mortgages and notes payable,
Deferred income taxes
Total liabilities
Stated value preferred stock - redeemable
and convertible, no par value, 200,000
shares authorized, 199,220 shares issued
and outstanding (200,000 in 1992)
stockholders' Equity
Common stock - Sl par value, 5,000,000
shares authorized, 1,018,729, issued and
outstanding
Additional paid-in capital
Treasury stock, 60,046 shares at cost
(54,598 in 1992)
~iet unrealized appreCiation of equity
securities[ net of income taxes of $1,250
(S44,949 'in 1992)
Retained earnings
Total stockholders' equity
T.otal liabilities and' stockholders' equity

S69,913.,72Q

.:,'i:e accompanying notes are an integral part of these consolidated financial statements.
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AlA SERVICES CORPORATION

~

Consolidated Statements of Income
Tor the Years Ended December 31, 1993 and 1992

1993

Revenues
Insurance premiums earned
Ceded premiums

$ 78,333,930
(30.580.549)

r
1992
(Restated)

51,684,578
4,475,354
6,366,515
118,915

57.440.304

62,645,362

51,159,730
(20.180.B66)

47,021,009
{l1.363,846)

30,988,854
9,720,663
14,855,193
262.246

35,657,153
6,634,533
16,013,911
380,044

55.836.966

58.685.651

Income before income .taxes and cumulative
effect of income tax accounting change
Provision for income taxes

1,603,338
349.848

3,959,711
857.522

Income before cumUlative effect of income
tax accounting change

1,253,490

3,102,189

Total revenues
Benefits and expenses
Policy benefits
Reinsurance recoveries

Commission expense
General and administrative expense
Interest expense
Total expenses

Cumulative effect at January 1, 1993,
income tax accounting change

ot
394.554

Net income

S

1.648,044

S 3.] 02 . 189

The accompanying notes are an integral part of these consolidated financial statements.
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$65,853,651
(14.l79,073)

47,753,381
6,420,246
3,134,192
119,174
13.311

commissions
Net inv~stment·income
Administrative fees
Other

I
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AIA SERVICES CORPORATION
Consolidated Statements of stockholders' Equity
For the Years Ended December 31, 1993 and 1992 (Restated)

Common
Stock
Balance, December 31, 1991,
as previously reported

Sl,018,729

Additional
Paid-in·
Capital

S

507,177

Treasury
Stock

Net
Unrealized
Appreciation
of Equity
Securit ies·

s

S

439,564

Cumulative effect of
restatement under APB
No. 16
Balance, December 31, 1991,
as restated

S

519,67~

0,Q35,745

1,018,729

439,564

507,177

Net income, restated

(516,071
3,102,189

Unrea1:i"zed investment loss

(137,539)

Accretion of preferred
stock'

(137,400)

Purchase of treasury stock
Balance, December 31, 1992,
restated

Re:ained
EaminQs

1

(l,13J.271)

1,018,729

507,177

(1,131,271)

I,

302,025

Net income

2,448,718
1,648,044

1

I
i!

Unrealized investment loss

(295,263)

Accretion of preferred
stock

(148,500)

Purchase of treasury stock
Balance, December 31, 1993

fJ12,BB2)
51. OJ 8, 7L2

S

507.177.

S{1.244.153)

~S==~6±'d:.7~6:!:o2

53,9';8,252

The accompanying notes are an integral part of these consolidated financial stateme~:s.
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AlA SERVICES CORPORATION
Consolidated statements of Cash 7lows
For the Years' Ended December 31, 199.3 and 1992

1993
Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net
cash provided by operating activities
Depreciation and amortization
Loss (gain) on sale of property and equipment
Gain on sale of investments
Gain on' sale of insurance business
Increase in accounts receivable
Increase (decrease) in prepaid expenses
Increase in deferred policy acquisition costs
(Decrease) increase ,in accounts payable
Decrease in income taxes receivable and deferred taxes
Increase in future policy benefits
(Decrease) increase in unearned commissions
Loss on disposition of subsidiary
Gain on, sale of intangibles

s

1,950,444
19,243
(909,634)
(1, 789,20'6 )
83,832
(1,645,882)
(497,213)
145,437
5,617,819
(271,000)
22,451
(6,na)

1,522 /,881
(3/ 91 9)
(2,900,04~l)

(765,531)
(4,103 / 874)
(494,338)
(3,504,184)
1,930,855
1,055,202
8,260,153
106,000

2,719,363

1.)Q3,]%

Net cash provided by operating activities

4,3Q7,4Q7

4.205,385

93,814
(125,396)
(381,158)
(58,807,865)
49,636,504
(17,212)
709,387
119,206
,(10,825)
4,711,044
{21,OOO}
57,500

Net cash used by investing activities

j

S 3,102,) 8~

Total adjustments

Cash flows from investing activities:
Payments received on notes receivable
Proceeds expended on notes receivable
Capital expenditures
Costs of acquiring new business
Purchase of bonds and stocks
Proceeds from sale of bonds and stocks
Disposition of subsidiary cash
Net cash used for transfer of insurance business
Proceeds from sale of' pr'operty and equipment
Net decrease .in mortgage lqans
Net (increase) decrease in policy loans
Net decrease (increase) in short'-term investments
Net increase in other assets
Proceeds on sale of intangibles

I

1,648,Q44

1992
(Restated)

(4,0312,001)

Cash flows from financing activities:
Borrowings of long-term debt
Principal payments of long-term' debt
RepurChase of common stock
Redemption of preferred stock

(1,141,394)
(112,882)
(7,aOO)

Net cash used by financing activities
Net decrease in cash
Cash at beginning of period
Cash at end of

.s

per~od

263,56F
(880,369)
(54,521)
(69,725,598)
95,938,247
(24,381,053)
323,735
240,423
658,372
(5,581,983)
1,853

(3,]97,32a)

655,900
(2,012,618)

(L262,07Q)

(L35Q.71a)

(930(670)
) ,] 00.134

(348,66l)
],448,795

Hi:L~fd

S I, ]QQ,134

The accompanying notes are an integral part of these consolidated financial statements.
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AlA SERVICES CORPORATION
Notes to Consolidated Financial statements
December 31, 1993 and 1992

NQte 1 - Summary of SiQn;ficant AccQuntinQ Policies

Principles of Consolidation The consolidated financial statements include the accounts of AlA Services
Corporation (Company) and its wholly-owned subsidiaries:
The Universe Life
Insurance Company (Universe) i Great Fidelity Life Insurance Company {Great
Fidelity}, AlA Insurance, Inc., AlA Travel, Inc., AlA Bancard Services
Corporation, AlA MidAmerica, Inc., AlA Pacific Marketing Corporation and Woodcom,
Inc.
All material intercompany transactions have been eliminated in
consolidation.
Investments Bonds are valued at cost, adjusted for amortization of premium or discount and
other-than-temporary market value declin-es. Common stocks are carried at market
value. Mortgage loans and policy loans are carried at unpaid principal balances.
Real estate is ~arried at cost less depreci~tion. Depreciation is provided on
a straight-line basis over the estimated useful life of 31 to 40 years for
buildings. Short-term investments are carried at cost which approximates market
value. Gains and losses on disposition of securities are recognized at the time
of disposition with the amount of gain or loss determined on the specific
identification basis. Changes in market- values of common stocks are charged or
credited directly to stockholders' equity without affecting net income.
Deferred Policy Acquisition Costs_Costs of acquiring insurance business which vary with and are primarily related
to the production of such business are deferred and amortized over the period the
related premiums are recognized.
such costs include commissions and certain
expenses related to policy issuance and underwriting.

I

I
!

\

I
i

j
i

Property and Equipment P.roperty and equipment are carried at cost less accumulated depreciation. Where
iipplicable, cost includes interest and real estate taxes incurred during
construction and other construction related costs.
Depreciation is computed
principally by the straight-line method using lives of 31 to 40 years for
buildings and five to seven years for equipment.
Cost of Insurance and Licenses Acquired The cost of licenses acquired is being-amortized on a straight-line basis over
30 to 40 years.
The cost- of insurance acquired is being amortized over the
premium-paying period of the related policies, estimated to be 5 to 15 years.
Policy Benefits and Other Policy Liabilities Ordinary life insurance and annuity policy benefit liabilities are computed on
a net level premium method using assumptions with respect to current investmen~
yield, mortality, withdrawal rates, and other assumptions determined to be
appropriate as of the date the business was issued or purchased by the Company.
Such estimates were based upon past experience adjusted to provide for possible
adverse deviation from the estimates.
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AlA SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31, 1993 and 1992

Note 1 - Summary of significant Accounting policies (continued)
Reserves for the Universal Benefit (UB), the Withdrawal Value (WV), and the
Supplemental Benefit Accumulation (SBA) components of the group accident and
health insurance contracts are computed on a graduated scale from 25 percent to
100 percent of the certificateholders'UB, WV, or SBA balances over a 15-year
period. Using the graduated scale in effect discounts the reserve for expected
withdrawals and therefor·e takes credit for expected surrender charges. However,
this is done on a conservative basis.
While this is not as conservative as
reserving at full account value, it is reasonable, sound, and consistent with
actuarial principles.
The liability for unpaid claims is an estimate of payments to be made on
insurance claims for reported losses and estimates of incurred but not reported
claims.
Reinsurance Reinsurance premiums, commiss.ions, expense reimbursements and reserves related
to reinsured business are accounted for on a basis consistent with those used in
the contracts.
Premiums ceded to other companies have been reported as a
reduction of premiums earned; amounts applicable to reinsurance ceded for future
policy benefits and claim liabilities have been reported as reductions of· those
items; and expense reimbursements received in connection with reinsurance ceded
have been accounted for as a reduction of the related policy acquisition costs.
Recognition of Premium Revenues and Costs Premiums on life insurance are recognized as revenue when due.
Benefits, losses
and related expenses are matched with earned premiums in order to recognize
income over the term of the contracts. This matching is accomplished by means
of the provision for future policyholder benefits, estimated unpaid losses and
the amortization of deferred policy acquisition costs.
Administrative Fees
AlA Insurance, Inc., a significant subsidiary, is a group health and life
insurance administrator conducting most of its business through various trusts
which accumulate and invest premiums collected for the policy groups.
These
trusts include the Grain Growers Association Hembership and Insurance Trust, the
National Growers and stockrnens Group TrUst, the AlA Producers Trust, the American
Soybean Association Membership and Insurance Trust, and the National Contract
Poul try Growers Membership and Insurance Trust.
The Company also provides
administrative and data processing services for these trusts. All administrative
fees earned result from such arrangements.
Income Taxes :..
The Company files separate consolidated income tax returns for its life insurance
and non-life insurance subsidiaries. The life insurance subsidiaries qualify for
a "small life insurance company" deduction of 60 percent of taxable income.
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AccountinQ policies (continued)

Income Taxes (continued) In February 1992, the Financial Accounting Standards Board issued Statement of
Financial Accounting Standards No. 109, "Accounting for Income Taxes". Statement
109 requires a change from the deferred method of accounting for income taxes.
Under the asset and liability method of Statement .109, deferred tax assets and
liabilities are recognized for the future tax consequences attributable to
differences between the financial statement carrying amounts of existing assets
and liabilities and their respective tax bases.
Deferred tax assets and
liabilities are measured using enacted tax rates expected to apply to taxable:
income in the years in which those temporary differences are expected to be
recovered or settled. Under Statement 109, the effect on deferred tax assets and
liabilities of a change in tax rates is recognized in income in the period that
includes the enactment date.
Effective January 1, 1993, the Company adopted Statement 109 and has reported the
cumulative effect of that change in the method of accounting for income taxes in
the 1993 consolidated statement of income.

I
I

I
II

·Pursuant to the deferred method underAPB Opinion 11, which was applied in 1992
and prior years, deferred income taxes are recognized for income and expense
items that are reported in different years for financial reporting purposes and
income tax purposes using the tax rate applicable for the year of the
calculation.
Under the deferred method, deferred taxes are not. adjusted for
subsequent changes in tax rates.
Cash Equivalents Cash equivalents are comprised of cash and funds temporarily invested (with
original maturities not exceeding three months) as part of the Company' s
management of day-to-day operating cash receipts and disbursements.
Reclassifications Certain amounts in the 1992 financial
conform to· the 1993 presentation.
Note 2 -

,.
i

statements have been reclassified to

Inyestments

The December 31, 1993, amortized cost, market values and carrying values of
investments are shown below.
Fixed maturity investments are not intended to be
sold in the normal course of business and are usually held until maturity.
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AIA SERVICES CORPORATION
Notes to Consolidated Financial statements
December 31, 1993 and 1992

Note 2 - Inyestments (continued)

Fixed maturities
Bonds:
Government:
US Treasury Bonds
Mortgage-backed securities
All other corporate bonds
Total fixed maturities

Preferred stocks
Common stocks
Mortgage loans on real estate
Real estate (net of accumulated
depreciation of S630(454)
Policy loans
Short-term investments
other invested assets

Cost

Estimated
Market
value

Statement
value

S 3,529,158
36,412,460
100.000

S 3,802,429
36,146,435
103.994

S 3,529,158
36,412,460
1QO.00Q

40,041,618

$40.052,858

40,041,618

245,474
93, 201
2,732,771

~5===62~4~5~.~4~7~4

245,474
101,213
2,732,771

&5==1~0!:::,:1==.62e:l~3

1,674,717
10,825
1,920,964
21.000

1,674,717
10,825
1,920,964
21.000

546.74Q.57Q

546,748.582

At December 31, 1993 and 1992, investments with a carrying value of S4,060,807
and S2, 836,701, respectively, are on deposit with 'certain state insurance
departments in order to meet regulatory requiremen~s.
The amortized cost, market values and carrying values of investments at December
31, 1992, were as follows:
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Notes to Consolidated Financial Statements
December 31, 1993 and 1992

I
i

InYestments (contjnued)

cost
Fixed maturities
Bonds:
Government:
US Treasury Bonds Mortgage-backed securities
Public utilities
convertible
All other corporate bonds

.,

Estimated
Market
Value

Statement
value

[

Total fixed maturities

Common stocks
Mortgage loans on real estate
Real estate (net of accumulated
depreciation of $567,234)
Short-term investments

$ 2,835,237
23,881,996
1,437,555
900,000
607,608

$ 2,905,184
24,004,403
.1,471,281
900,000
607,825

$ 2,835,237
23,881,996
1,437,555
900,000
607.608

29,662,396

529,888,693

29,662,396

471 , 569
633,194

~S=~8",,]~8:!,.~5=::4~3

818,543
633,194

1,766,205
6,626,475

1,766,205
6,626.475

539.159.839

539,506.813

I

Gross unrealized gains and losses of debt securities held at December 31, 1993
and 1992, are as follows:

1993
Gross
Gross
Unrealized
Unrealized
Gains
Losses

I-

i

United States Government
and Government agencies
and authorities
Public utilities
All other corporate bonds

$331,712

$(324,466)

$230,755
34,717
3,717

$(38,401)
(991)
(3,SQQ)

5(324,48 6 )

5269,18~

5(42.Sn)

3,994
5335,]06

1992
Gross
Gross
Unrealized
Unrealized
Gains
Losses

The amortized cost and estimated market value of debt securities at December 31,
1993, by contractual maturity, are shown below. Expected matu!ities may differ
from contractual maturities because borrowers may have the right to call or
prepay obl-igations.
Securities not due at a single maturity date are
collateralized mortgage obligations made up of government backed securities,
~{hich have principal-payments throughout the life of the investment, the timing
of which may vary with market conditions.
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Notes to Consolidated Financial Statements
December 31, 1993 and 1992

Note 2 -

Inyestments (continued)
Amortized
cost

Description
Due.
Due
Due
Due
Not

s

one year or less
1 through 5 years
6 through 10 years
after 10 years
due at a single maturity date

Estimated
Market value

S
699,424
2,929,735

701,110
3,205,313

36,412,459

36,J46.435

540.041.618

540,052,858

Investment income consists of the following:

Bonds
Common stocks
Mortgage loans
Policy loans
Real estate
Short-term investments
other

Less investment expenses

]993

3992

S3,310,073
(427,233 )
44,238
247
143,835
170,764
34,248

S6,367,928
. 7 ,546
70,722
49,933
100,797
207,858
35,692

3,276,172
111,980

6,840,476
473.961

53,134,192

56,366,515

Realized gains on investments were S874,869 for 1993 and $2,903,968 for 1992.
In May 1993, the Financial Accounting Standards Board issued statement No. 115,
"Accounting for Certain Investments in Debt and Equity Securities".
The
statement requires investments in equity securities that have a readily
determined fair value and all investments in debt securities to be classified in
three categories based on management· s future intent with respect to the
securities.
In addition, the statement specifies the accounting treatment for
each category.
The adoption of the new statement, which will be made
prospectively for fiscal year 1994, is not expected to have a significant impact
on the Company's financial position or results from operations.
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AlA SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31, 1993 and 1992

~Qte

3 -

P~Qperty

and Equipment

Property and equipment used by the Company consists of the following:

1
I

1993
119,425
2,342,728
L 418 ,655

52,560,993
1,737,843
1. 418,655

3,880,808
2,397.002

'5,717,491
1,680.516

S1.483.806

54.036.975

$

Company occupied properties
Furniture and equipment
Transportation equipment
«

j

Less accumulated depreCiation

\

Note 4 - Real Estate Under Lease bQreements
The Company leases commercial office space as lessor under various agreements
with terms ranging from one to five years. Such leases are accounted for under
the operating method. The Company pays taxes and insurance on the buildings and
provides for their general maintenance.

\

The cost of real estate and its related accumulated depreciation under operating
leases at December 31, was $1,701,550 and 5541,998 in 1993 and Sl,696,728 and
$485,080 in 1992.
Minimum noncancellable lease payments to be received under lease agreements in
excess ,of one year as of December 31, 1993, are as follows.:
1994
1995
1996
1997
1998

$

170,380
132,040
76,560
46,980
33.000

S

458;960

Note 5 - Policy Benefits and Other Policy Liabilities
Policy benefits and other policy liabilities at December 3i are as follows:
1993
Future policy benefits
Unpaid claims
Other policy liabilities

1992

$42,090,642
11,121,023
444.711

S39,969,739
7,354.,230
714,588

553.656,376

548,038,557

A-IS
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AIA SERVICES CORPORATION
Notes to Consolidated I"inancial statements
December 31, 1993 and 1992

Note 6 - Reinsurance
Universe and Great Fidelity are involved in both cession and assumption of
reinsurance with other companies.
Future policy benefits and unpaid claims
relating to insurance ceded (S5,577,497 at December 31, 1993, and S2,779,152 at
December 31, 1992) are not provided in the Company' s . financial statements.
Universe and Great Fidelity would remain liable in the unlikely event the
reinsuring companies are unable to meet their obligations. Ceded premiums were
530,580,549 and S14,179,073 for 1993 and 1992, respectively.
Assumed premiums
were 58,504,909 and 56,963,685 for 1993 and 1992, respectively.
Note 7 - HortQaQes and Notes Payable
Mortgages and notes payable consist of the following:
1993
Mortgages on real estate - 10\ to 11.75\ due
1996 to 2004
Notes payable:
Bank loan - at prime plus 1\, due 1996,
collateralized by Universe stock and
certain cash balances, refinanced July 1994
Term loans - 7.75\ to 8.04\; due· 1999 to
2002, collateralized by equipment

5

317,694

J992
5

357,303

1,381,234

2,274,626

865,524

],315,942

52,564,452

S3,947,871

At December 31, 1993, prime rate was 6\. Aggregate matur'ities of mortgages and
notes payable over the next five years at December 31, 1993, are as follows:
1994
1995
1996
1997
1998
Thereafter

5449,494
555,946
934,094
86,155
93,290
445.473
52.564,452

Mortgages. and notes payable at December 31, 1993,
personally guaranteed by the majority stockholders.

of

Sl,484,897

have

been

Note 8 - Stated Value Preferred Stoc.k

The Company has 199,220 outstanding shares of no par, nonparticipating stated
value preferred stock (200,000 in 1992).
Pursuant to the preferred stock agreement, the holder of the preferred stock had
the right to require the company to redeem the stock at any time after September
14, 1993. The right was exercised by g~v~ngthe COmpany written notice of demand
for redemption effective December 2, 1993.
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AlA SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31, 1993 and 1992

Note 8 - Stated value Preferred Stock (continued)
The C!ompany elected to redeem the preferred shares at $10 per share over a
fifteen year period with interest at 1 1/2% below the First Interstate Bank 0:
Idaho, N.A., prime, adjusted quarterly. The Company redeemed 780 shares in 1993.'
The redemption over the next five years at Decernher 31, 1993 is as follows:
1994
1995
1996
1997
1998
Thereafter

$

83,236
91,452
96,851
102,569
108,625
).509.467

51. 992.200

If the Company dissolves, the preferred stock has liquidating preference over
common shareholders in amounts equal to its redemption value. The holder of the
preferred stock has the right, voting separately as a class, to elect one member
to the Board of Directors.
Note 9

~

I
!

ReW1Jatory Requirements and Restrictions

Generally, the net assets of Universe and Great Fidelity available for transfer
to the Company are limited to the amounts by which the net assets exceed minimum
capital requirements.

i!

t

;,

,

I,
\

Dividends, may be paid by Universe only from profits or surplus and requires
insurance department approval if the dividend is in excess of the greater of 10
percent of surplus or net gain from operations of. the prior year. 'statutory
surplus of Universe available for dividends was $736,073 at December 31, 1993.
Universe had a net loss of $481,920 for the year ended December 31, 1993.
Note 10 - Emp~oyee Benefit PJanS
Options for 12,500 shares of common stock, exercisable at $3.65 per share, were
,granted at fair market value to certain corporate officers under a nonqualified
stock option plan in 1987.
In return, such officers agree to loan the Company
an amount not to exceed $90,000 in aggregate, if certain earnings targets are not
achieved over a seven-year period beginning 1987.
The loans are convertible to
common stock at $3.65 per share.
None of these options have been exercised and
no 'loans have been made.
Effective July I, 1998, the Company maintains a profit sharing. retirement plan
with an IRS Code Section 401(k) feature covering substantially all employees who
have completed one year of service. Employee elective deferral contributions are
100% vested and Company contributions are fully vested after seven years of
participation. The Company's contribution to the plan was $172,187 in 2993 and
$203,889 in 1992.
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AlA SERVICES CORPORATION
Notes to Consolidated Financial statements
December 31, 1993 and 1992

Note 10 - Employee Benefjt flans (continued)
On December 31, 198B, the Company established an Employee Stock Ownership Plan
covering employees who have completed one year of service. Employees are fully.
vested after five years of participation. The Company contributed $85,26.8 and
$188,059 to the plan in 1993 and 1992( respectively.
On July 1, 1988, the Company adopted the Agents' Stock Ownership Plan.
contributions were made to the plan in 1993 or 1992.

No

Note ]1 - OperatiDQ Leases
The Company leases data processing and office equipment as lessee under lea~e
agreements which. are accounted for as operating leases.
The data proceSSing and
office equipment leases expire over the next five years. Effective January 1,
1994, the Company entered into a 15 year lease of its home office building.
In
most cases, management expects the leases to be renewed ·or replaced by other
leases.
Minimum lease payments required under operating leases that have initial or
remaining noncancellable lease terms in excess of one year as of December 31,
1993, are as follows:

1994
1995
1996
1997
1998
Thereafter

S

963,071
941,977
571,076
280,459
275,830
2,938,500

55,970,913
Total rent expense for all operating leases was $755,277 in 1993 and $741,536 in
1992.
Note 12 - Income Taxes
The provision for income taxes consists of the following:
]993
Current
Deferred
Benefit of net operating loss carryforward

S

Provision for income taxes

S

AFFIDAVIT OF JOLEE DUCLOS
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187,342

1992

S

42,169
627,268
]88,085

S

8:i1, 522

171.271

312,IH6
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AlA SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31, 1993 and 1992

Note 12 - InqQme Taxes (continued)
As discussed in Note 1i the Company adopted Statement 109 as of January 1, 1993,
and the cumulative effect of this change is reported in the 1993 consolidated
statements of income. Prior years' financial statements have not been restated
to apply the provisions of Statement 109.
Deferred income
between amounts
such amounts as
accordance with
differences" as

taxes for 1993 reflect the impact of "temporary differences"
of assets and liabilities for financial reporting purposes and
measured by tax laws. Temporary differences are determined in
statement 109 and are more inclusive in nature than "timing
determined u.nder previously applicable accounting principles.

tax

The Company's deferred
liabilities are primarily attributable to accounting
for policy acquisition costs, property and equipment depreciation, and unearned
commissions·.
Deferred tax liabilities as of December 31, 1993 are net of
deferred tax assets of 53,280,468.
Such deferred tax assets are primarily
attributable
accounting for future pOlicy benefits and net operating loss
carryforwards.
A valuation allowance of 5765,000 has been recorded as, of
December 31, 1993 and January 1, 1993 for the portion of the Company's net
operating loss carryforward related to AlA Services Corporation.

to

Net operating loss carryforwards are available to offset taxable income prior to
their expiration in 2007 as follows:
AlA Services Corporation, non-life consoiidated group
AlA Insurance, Inc., separate company

52,287,000
289,OQO
$2,576,000

The Company has alternative minimum tax credit carryforwards which are available
to offset future regular taxes that are in excess of future alternative minimum
taxes as follows:
The Univ'eree Life Insurance Company, life consolidated group
AlA Insurance, Inc., separate company
. .,
i

s

74,922
3,842

5

78,764
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AlA SERVICES CORPORATION
Notes to Consolidated Financial statements
December 31, 1993 and 1992

Note 13 - Acquisitions and Dispositions
On July 11, 1991, Universe acquired all of the outstanding stock of Great'
Fidelity Life Insurance Company (Great Fidelity)' for approximately $4 million.
The acquisition was accounted for as a purchase and, accordingly, the assets and
liabilities were recorded at their fair values at the date of acquisition. The
excess of the purchase price over the net tangible assets acquired was $7,276,000
and, was allocated to identifiable intangible assets based on management' s
estimates of ,relative fair market values at, the date of a·cquisition.
Factors
considered in the determination of the carrying' values of the identifiable
intangible assets included: 1) values of individual blocks of business and state
licenses established as a result of negotiations with the Indiana Insurance
Department; and 2) the actual purchase price of a large block of life insurance
business Great Fidelity acquired in an arms length transaction several months
prior to the acqui,sition date.
In October 1991, Great Fidelity sold its life insurance
consideration of $2,064,000 to another insurance company.
$678,000 of the acquisition price to the life insurance
accordance with values determined at the acquisition date

business for a total
Management allocated
block of business in
as described above.

The accompanying consolidated financial statements for 1992 have been restated
to correct an error with regard to the allocation of the excess purchase price
to the identifiable intangible assets made in 1991. The acquisition price of the
life insurance block of business sold in 1991 has been corrected to $2,060,000.
The effect of the restatement was to increase net income for 1992 by $652,225,
net of ,income tax of $71,000. Retained earnings at the beginning of 1992 has
been adjusted for the effects of the restatement on prior years.
In January 1992, Great Fidelity sold its Medicare supplement insurance business
for a total consideration of $1,358,000 and recognized a gain of $795;000.
In
June 1992, Great Fidelity sold. its annuity business for a total consideration of
$417,500 and recognized a gain of $102,000 on the block of business in accordance
with values determined at the acquisition date.
In June 1992, Universe sold its life and annuity business for $1,700,000 and
recognized a loss of $130,900.

~

!

j

At December 31, 1991, the Company had receivables from Woodcom, Inc., a company
related by common ownership, of $276,683. Effective January 1, 1992, the Company
received a 65 percent ownership in Wood corn Inc. by exchanging its receivables for
common and preferred stock and by purchasing additional common shares from two
of its shareholders.
At December 31, 1992, the Company received a deposit of
$135,525 from Woodcom, Inc. for the repurchase of the common shares.
The
transaction was appl:"oved by the FCC on July 2, 1993.
Woodcom's net income for
the six months of 1993 of $13,311 has been included in the accompanying
consolidated financial statements.
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AlA SERVICES CORPORATION
Notes to Consolidated Financial statements
December 31, 1993 and 1992

Note 14 - Related Party Transactions
The Company had transactions with stockholders as follows:
] 992

1993
Receivable from stockholders, January 1
Advances
Reductions

S

595
633,728
f4Q3.3Q6)

Receivable from st'ockholders, December 31

s

231.Ql:2

S 1,165,105
832,113
{l. 996.623)

s

!22~

The Company purchased 54,598 shares of treasury stock during 1992 at a price of
$20.72 per share 'from two shareholders in satisfaction of Sl,131,271 in
receivables. The price per share was based on an independent appraisal of the
fair market,value of the stock.
On December 30, 1992, Universe received a liquidation dividend from United
Partners Life Insurance Company, an affiliate, in the amount of S137,546.

\
~

Note 15- Sale of Real Estate
On December 30, 1993, Universe sold its home office building for $2,650,000 in
connection with a sale and leaseback agreement.
Universe received a deed of
trust for $1,987,500 at 8% per annum and the balance in cash.
AlA Insurance;
inc., a wholly-owned subsidiary of Universe, entered into a 15 year lease with
an option to purchase the property.
Universe reported a deferred gain of
$492,629 which will be recognized over the term of the lease.
Note 16 - Supplemental Cash

FlD~

I
t
l
l

i
,t

It
1

Informatjon

Cash paid for interest and income taxes was as follows: .
1993
1"

Interest

S

254,698

Income taxes (refund)

5

(190,143)

1992

S

393,946

S (197.641)

Note ]7 - ReouJatory Hatters - Universe
The Insurance Department of the State of Idaho (the Department) is currently
conducting an examination of Universe, as required by the Idaho Insurance Code.
The examination report has not been issued. Although Universe's 1993 statutory
annual statement will not be affected, the Department has informally advised
Universe 'of certain prospective adjustments it will require be made to Universe's
statutory capital and surplus. The adjustments relate to the carrying value of
Universe's subsidiary, AlA Insurance, Inc. and the methodology used in
calculating the reserves for the SEA component of Universe's group accident and
health insurance contracts (GUH Policy).

,
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AlA SERVICES CORPORATION
Notes to Consolidated Financial statements
December 31, 1993 And 1992

\

Note 17 - ReQUlatory Matters - Uniyers6 (continued)

\

The Department has agreed to permit Universe to make the required reserve
adjustments ratably over six quarters beginning July 1, 1995 with the final entry
to be made December 31, 1996. Accordingly, no provision for any such adjustments
has been made in the accompanying financial statements.
If the adjustments were
made in full at December 31, 1993 1 the statutory reserves would increase Sl.3
million and Universe's statutory capital and surplus would decrease S650,OOO
after reinsurance-.

I!

Due to a change in the Idaho Insurance Code effective July 1, 1995, Universe will
be required to reduce the reported value of its investment in AlA Insurance, Inc.
to book value as determined by generally accepted accounting principles (GAAP)
at that date. The Department has agreed that the Company may continue to report
its investment at cost in its 1993 and 1994 statutory annual statements. If the
adjustment was made in full at December 31, 1993, the statutory investments and
Universe's- statutory capital and surplus would decrease S3.3 million.
Univ_erse entered into a Consent Order with the Texas Insurance Department dated
October 13 1 1994, pursuant to which:
• Universe shall reduce the reported value of AlA Insurance, Inc. to the lesser
6f (a) net worth as determined in accordance with GAAP or, (b) the valuation
amount reflected in the final report of the current zone examination after
exhaustion of all legal appeals and remedies.
This adjustment is to be made
ratably over a three year period in Universe's annual statement, the first
entry to be made on December 31, 1994.
Universe and the Texas Insurance Department agree to terms whereby Universe
will cede its group accident and health insurance business and group life
insurance business in Texas by reinsuring, on an assumption basis, all such
business with Centennial Life Insurance Company. Reserves for the Texas
determined in accordance
actuary. Any increase in
first entry made July 1,

business- to be transferred to centennial shall be
with factors develoPed by an independent consulting
reserves required will be applied ratably, with the.
1995, and the final entry made December 31, 1996.

Universe will withdraw from the direct writing· and reinsurance of group
accident and health business and group life insurance business in Texas.
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Notes to consolidated Financial statements
December 31, 1993 and 1992

Note 18 - Subsequent Event
Effective October I, 1994, Universe entered into an agreement with centennial
Life Insurance Company to. sell substantially all of. its group accident and health
and life insuranc€ business.
As consideration, Universe will receive 55\!; of
SBA/UB reserves released as a result 6f surrender charges on lapsed
certificateholders, subject to certain profitability criteria.
The Idaho
Department has conditionally approved the admission of the gain on this
transaction as an asset for statutory purposes and the methodology for
determining the value of that asset. A gain of approximately $4.9 million will
be reported on a statutory basis when the transfer is completed.

II

Note 19 - Risk Based capital
The annual statement instructions of the National Association of Insurance
Commissioners require the calculation of risk-based capital (RBC) for all life
insurance enterprises. The RBC serves as a benchmark for ,the regulation of life
insurance companies by state insurance regulators.
RBC provides for surplus
formulas similar to target surplus formulas used by commercial rating agencies.
The formulas sp€cify various weighting factors that are applied to financial
balances or various levels of activity based on the perceived degree of risk, and
are set
forth in the RBe requirements.
Such formulas focus on four general
types of risk: (a) the risk with reBp€ct to the company's assets (asset or
default risk)i (b) the risk of adverse insurance exp€rience with respect to the
company's liabilities and obligations (insurance or underwriting risk)i (c) the
interest rate risk with respect to the company's business
(asset/liability
matching)i and, (d) all other business risks (management, regulatory action, and'
contingencies).
The amount determined under such' formulas is called the
authorized control level RBC (ACLC).
The RBC guidelines define specific capital levels based on a company's ACLC that
are determined by the ratio of the company's total adjusted capital (TAC) to its
ACLC. TAC is equal to statutory capital, plus the Asset Valuation Reserve and
any voluntary investment reserves, fifty p€rcent of dividend liability, and
certain other specified adjustments. ' The specific capital levels, in declining
order, and applicable ratios are generally as follows:
"Company Action Level"
~here TAC is less than or equal to 2.0 times ACLCi
"Regulatory Action Level".
where TAC is less than or equal to 1.5 times ACLCi "Authorized Control Level"
'",here TAC is less than or equal to 0.7 times ACLC.
Companies at the Company
r.. ction Level must submit a comprehensive financial plan to the insurance
.;orrrnissioner of the state of domicile. Companies at the Regulatory Action Level
are subject to a mandatory examination or analysis by the .commissioner and
possible required corrective actions.· At the Authorized COntrol Level, a company
may be subject to, among other things, the commissioner placing it under
r.egulat~ry control.
At the mandatory Control Level, the insurance commissioner
is required to place a company under regulatory control.
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AlA SERVICES CORPORATION

I

Notes to Consolidated Financial Statements
December 31, 1993 and 1992

Ii

Note 19 - Risk Based Capital (continued)
At December 31, 1993, Universe's TAC was $5,864,717 or 2.2 times its ACLC.
Accordingly, Universe does not currently fall into one of the above levels.
At December 31, 1993, Great Fidelity'S TAC was $4,045,lB4 or 9.1 times its ACLC.
Accordingly Great Fidelity does not currently fall into one of the above levels.
Note 20- contingencies
In August of 1993, judgment was entered against Universe for $72,000 actual
damages and $300,000 exemplary damages in connection with a denied medical
claim.
Universe has appealed.
In the opinion of counsel., it is not likely
Universe will ultimately sustain a material loss in connection with this lawsuit.
Various other lawsuits against Universe have arisen in the ordinary course of
Universe's business.
Contingent liabilities arising from this litigation are not
. considered material in relation to the financial position of Universe.
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AlA SEltVlCES CORPORATION

Consolidated Balance Sbeets
December 31, 1992 and 1991
Assets

1991

1992
Investments
Cash
Accrued investment income
Receivables, net of allowance of S32,500
and S26,200
. Income taxes receivable
Prepaid expenses
Property and equipment, net
Deferred policy acquisition costs
Cost of insurance and licenses acquired
Goodwill and other intangibles

S39,506,813
1,100,134
194,176

S60,024,233
1,448,795
945,649
4,164,146
359,766
.867,704
3,444,530
3,914,664
8,501,814
312 t 139 .

6,863,462
285,617
1,124,748
4,036,975
6,450,677
5,972,726

Total assets

;65,535,328

$83,983,440

S48,038,557
1,121,000
5,246,937
3,947,871
1,496,114

S69,750,139
1,015,000
3,277,756
5,132,437
608,863

59,850,479

79,784,195

1,851,500

1,714,100

1,018,729
507,177
(1,131,271)

1,018,729
507,177

Liabilities
Policy benefits and other policy liabilities
Unearned commissions
Accounts payable and accrued expenses
Mortgages and notes payable
Deferred income taxes
Total liabilities
Stated "value preferred stock - redeemable and
convertible, no par value, 200,000 shares.
authorized, issued and outstanding
stockholders'

~quity

Common stock - S1 par value, 5,000,000 shares
authorized, 1,018,729, issued
and outstanding
Additional paid-in capital
Treasury stock, 54,598 shares at cost
Net unrealized appreciation of equity
securities (net of income taxes of
$44,949 in 1992 and $67,751 in 1991)
Retained earnings
Total stockholders' equity
Total liabilities and stockholders' equity

302,025
3,136,689

439,554
519,675

3,833,349

2,485,145

$65,535,328

$83,983,44Q

II

I
I

I
I
I
i

The accompanying notes are an integral part of these financial

statements
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AIA SERVICZS CORPORATION

Consolidated stat_e.nts of Inca.a
l"or the Years Ended December 31, 1992 and 1991

1992
Revenues
Insurance premiums and other
COmmissions
Investment income
Administrative fees
Total revenues
Benefits and expenses
Policy benefits
Commission expense
General and administrative expense
Interest expense
Total expenses
Income (loss) before income taxes
Provision (benefit) for income taxes
Net income (loss)

1991

$51,389,981
4,475,354
6,366,515
118.915

$42,428,436
3,616,922
5,B84,597
157,947

62,350,765

52,087,902

35,657,163
6,634,533
16,138,089
3BO,044

34,028,008
6,133,649
13,174,566
489,971

5B,809,B~9

53,B26,194

3,540,936
7B6, 52 6

(1,738,292)
{55 I 8BB}

~ 2,754,414

~,1,6B2,404)

The accompanying notes are an integral part of these financial statements .
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AIA SERVICESCORPORAXIOH
Conaolidated Statements of stockholders' Equity
Yor the Ye~r' Ended December 31, 1992 and 1991

.1

Common
stock

- ::
Balance, December 31, 1990

$1,018,829

Additional
Paid-in
caEital.

S

Net
Unrealized
Appreciation
of Equity
Securities

Treasury
stock

507,860 S

-

$

16,886 52,329,:

Unrealized investment gain

i

.1

(127,2

Redemption of common stock

{l00)

(683)

1,018,729

439,564

507,177

Net income

519,5
2,75~,~

Unrealized investment lOBS

j

(1,682,~

422,678

Accretion of preferred stock

Balance, December 31, 1991

F-etain(
Earn.!.:":.:-

(137,539)

Accretion of preferred stock

\

I!

I
I

i
i
!

1

(137,~'.

Purchase of treasury stock
Balance, December 31, 1992

I

!l, pJ: I
~1,

01B, 729

~

507,177

i

~7lJ

~p,131,271)

!,
!
!

~

302,025 p,136.5[

I
,1

~,
~

:t

~

~i

~

I

'i

I
..!

?
~

~
"

j

..

s

I
The accompanying notes are an integral part of these financial
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Consolidated Stat_ent. of ea .. h l"low.
l"or the Ye&r. Ended December 31, 1992 and 1991

1992
Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income
(loss) to net cash provided by
operating activities
Depreciation and amortization
Gain on sale of property and
equipment
Gain on sale of investments
Gain on sale of insurance business
Increase in accounts receivable
Increase in prepaid expenses
Increase in deferred policy
acquisition costs
Increase in accounts payable
Increase (decrease) in income taxes
payable and deferred taxes
Increase (decrease) in future policy
benefits
Increase in other liabilities

S 2,754,414

1991
$(1.6B2,404)

1,647,059

1,2B4,052

(3,919)
(2,900,049)
(470,934)
(4,103,874)
(494,338)

(8,792)
(55,352)'
(1,385,917)
(152,235)
(174,800)

(3,5.04,184)
1,930,855

(2,BD3,277)
193,053

984,202

(431,871)

8,260,153
107,853

(9,106,839)
174 , 831

Total adjustments

1,452,824

(l2 ,467,147)

Net cash provided (used) by
operating activities

4,207,238

rl4, 149,551)

263,566

1,148,263
(425,352)
(801,331)
(164,921)
(20,876,802)
34,312,515
2,063,660

cash flows from investing activities:
Payments received on notes receivable
Proceeds expended on notes receivable
Capital expenditures
COsts of acquiring new business
Purchase of bonds and stocks
Proceeds from sale of bonds and stocks
Proceeds from sale of insurance business
Acquisition of Great Fidelity, net of
cash acquired of $642,375
Net cash used for transfer of insurance
business
Proceeds from sale of property and
equipment
Net decrease in mortgage loans
Net decrease in policy loans
Purchase of short-term investments
Proceeds from redemption of
short-term investments

(880,369)
(54,521)
(69,725,598)
95,938,247

(3,397,850)

(24,381,053)
323,735
240,423
658,372
(66,222,431)

211,150
27,525
429,579
(2,576,690)

60,640,44B

5,092,355

(3,199,181)

15,042,101

Net cash (used) provided by
investing activities
cash flows from financing activities:
Borrowings of long-term debt
Principal payments of long-term debt
Repurchase of common stock

655,900
(2,012,618)
Clt356,71B)

Net cash used by financing activities

(348,661)

Net (decrease) increase in cash
Cash at beginning of period

?

Cash at end of period

(746,305 )
(lB3)
(747,08B)
145,462

1,448,795

1,303,333

1,100,134

S 1,448,795

The accompanying notes are an integral part of these financial statements.
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AlA SERVICES CORPORATION
Notes; to Consolidat.ed Financial stat._ents;
December 31, 1992 and 1991

Note 1 - Summary of Significant Accounting Policies
Principles of Consolidation The consolidated financial statements include the accounts of AlA services
Corporation (Company) and its wholly-owned su.'bsidiaries: The Universe Life
Insurance Company (Universe); Great Fidelity. Life Insurance Company (Great
Fidelity), AlA Insurance, Inc., AlA Travel,. Inc., AlA Bancard Services Corporation
AlA MidArnerica, Inc., AlA Pacific Marketing Corporation and Woodcom, Inc. All
material intercompany transactions have been eliminated in consolidation (see Note
13).
.
Investments
Bonds are valued at cost, adjusted for amortization of premium or discount and
other-than-temporary market value declines. Common stocks are carried at market
value. Mortgage loans and policy loans are carried at·unpaid principal balances.
Real estate is carried at cost less depreciation.
Depreciation is provided on a
straight-line basis over the estimated useful life of 31 to 40 years for bUildings.
Short-term investments are carried at cost which approximates market value. Gains
and losses on disposition of securities are recognized at the time of disposition
with the amount of gain or loss determined on the specific identification basis.
Changee in market values of cOmmon stocks are charged or credited directly to
stockholders' equity without affecting net income.
Deferred Policy Acquisition Costs Costs of acquiring insurance business which vary with and are primarily related to
the production of such businees are deferred and amortized over the period the
related premiums are recognized. Such costs include commissions and certain
expenses related to policy issuance and underwriting.
Property and Equipment Property and equipment are carried at cost less accumulated depreciation. Where
applicable, cost includes interest and real estate taxes incurred during
construction and other construction related costs, Depreciation is computed
principally by the straight-line method using lives of 31 to 40 years for buildings
and five to seven years for equipment.
Cost of Insurance and Licenses Acquired
.
The cost of licenses acquired is being amortized on a straight-line basis over 3D to
40 years. The cost of insurance acquired is being amortized· over the premium-paying
period of the related policies, estimated to be 5 to 15 years, and is based upon an.
actuarially determined formula.
Goodwill and other Intangibles Goodwill and other intangibles are being amortized over 5 to 40 years on a
line basis.

straigh~

Policy Benefits and other Policy Liabilities Ordinary life insurance and annuity policy benefit liabilities are computed on a ne~
level premium method using assumptions with respect to current investment yield,
mortality, withdrawal rates, and other assumptions determined to be appropriate as
of the date the business was issued or purchased by the Company.
Such estima~es
were based upon past experience adjusted to provide for possible adverse devia~ion
from the estimates.
Reserves for the Supplemental Benefit Account (SBA), a component of the group
accident and health insurance contracts, are computed on a graduated scale from 60
percent to 100 percent of the certificateholders' SBA balances over a IS-year
period.
This method approximates CARVH reserving requirem~nts.
The liability for unpaid ciaims is an estimate of payments to be made on insurance
claims for reported losses and estimates of incurred but not reported claims.
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AlA SERVIC!:S CORPORA!I'ION

Hotes to Conaolidated l"inllllcia.l stat_ents;
r>eceaber 31, 1992 IIlld 1991

Note 1 - Summary of Significant Accounting Policies (continued)
Participating life insurance policies were issued by the Company's life insurance
subsidiary which entitled the policyholder to sha.re in the earnings of the
participating policies, provided that a dividend distribution was authorized by th~
insura.nce company. The amount of dividends declared but undistributed is included
in policy benefits and other policy liabilities at December 31, 1991. Poiicyholde!
dividends have not had a significant effect on operating income.
Reinsurance Reinsurance premiums~commissions, expense reimbursements and reserves related to
reinsured business are accounted for on a b·Asis consistent with those used in the
contracts. Premiums ceded to other companies have been reported as a reduction 0:
premiums earned; amounts applicable to reinsurance ceded for future policy benefits
and claim liabilities have been reported as reductions of those items; and expense
reimbursements received in connection with reinsurance ceded have been accounted for
as a reduction of the related policy acquisition costs.
Recognition of Premium Revenues and Costs Premiums on life insurance are recognized as revenue when due. Benefits, losses and
related expenses ar~ matched with earned premiums in order to recognize income over
the term of the contracts. This matching is accomplished by means of the provisio
for future policyholder benefits, estimated unpaid losses and the amortization of
deferred policy acquisition costs.
Administrative Fees AlA Insurance, Inc., a significant subsidiary, is a group health and life insu=al.~e
a~inistrator conducting most of its business through various trusts which
accumulate And invest premiums collected for the policy groups. These trusts
include the Grain Growers Association Membership and Insurance Trust, ·the National
Growers and Stockmens Group Trust and the AlA Producers Trust. The Company also
provides administrative and data processing services for these trusts.
All
administrative fees earned result from such arrangements.
Income Taxes The Company files separate consolidated income tax returns for its life insurance
and non-life insurance subsidiaries. The insurance subsidiaries qualify for a
"small life insurance company." deduction of 60 percent of taxable income.
Deferred income taxes are provided for temporary differences between financial
reporting income and taxable income. These differences result. primarily from the
methods used in the calculation of future policy benefits, policy acquisition costs
and depreciation expense.
.
.
1
I

I

The Financial Accounting Standards Board has issued statement 109, which will
require the Company to change its method of accounting for income taxes beginning il
1993.
The Company has not yet determined the effect of the implementation of this
new accounting procedure. Additionally, the Company has not de ceded whether to
adopt retroactive or prospective treatment.
.
Cash Equivalents Cash equivalents are comprised of cash and funds temporarily invested (with original
maturities not exceeding three months) as part of the Company's management of dayto-day operating cash receipts and disbursements.
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AlA Sl!:ltVIC!:S CORPORATION

Notes to Con.olidated ~inancial Stateaents
December 31, 1992 ~d 1991

J
Note 2 - Investments (continued)
Gross unrealized gains and losses of debt securities held at December 31, 19.92 and
1991 are as follows:
December 31, 1992
Gross
Gross
Unrealized
Unrealized
Losses
Gains

;

1

United States Government and
'Government agencies and
authorities
Public utilities
All other corporate bonds

S 230,755
34,717
3,717

S

269,189

December 31, 1991
Gross
Gross
Unrealized
Unrealized
Losses
Gains

s

(38,401)
(991)
(3,500)

$

901,551
578,839
1,475,780

s

(1,198)
(66,38c)
(<:2,008)

s

(42,892)

$2 r 956 r 170

S

(109!59~)

The amortized cost and estimated market value of debt securities at December 31,
1992, by contractual maturity, are shown below. Expected maturities may differ fro~
contractual maturities because borrowers may have the right to call or prepay
obligations. Securities not due at a single maturity date are collateralized
mortgage obligations made up of government backed securities, which have principal
payments throughout the life of the investment, the timing of which may vary with
market conditions.
1unorti:::ed
COst

Description
Due
Due
Due
Due
Not

one year or less
1 through 5 years
6 through 10 years
after 10 years
due at a single maturity date

$

1,043,'576
3,237,759
1,499,066
23,881,995
;;29 (662,396

\

\

Est.i.mated
Market Value

s

,

1992

i

1,044,181
3,307,609
1,532,500
24,004,403

~

(

i29/888r693

1991

1

I
;.

Bonds
Common stocks
Mortgage loans
Policy loans
Real estate
Short-term investments
Other

S 5,893,967
7,546
70,722
49,933
100,797
207,858
35,692

S 4,864,598
2,162
89,388
141,357
152,041
561,522
73,529

~ 6 t 366,515·

~ 5 t 884 t 597

Realized gains on investments were $2,900,049 for 1992 and $55,352 for 1991.
In connection with the acquisition of Great Fidelity in 1991, the Company
r,=structured Great Fidelity' s investment portfolio to eliminate the majority
m:m-iiivestment grade debt securities.

0:

\

I
I

Investment income consists of the following:
!

,

I

its

A-33

AFFIDA VIT OF JOLEE DUCLOS

AIA0025336

~--

.

----"-~

....

~~-.------

.. - .- .. _-.-----_ ..

~-_._.-

.

l

l
,

AlA SERVIC!:S CORPOltATIOR

Notes to conaolidated ~inancial Statements
, December 31, 1992 lUld 1991 '

Note 3 - Property and Equipment
Property and equipment used by the Company consists of the following:
1992

Company occupied properties
Furniture and equipment
Transportation equipment
Less accumulated depreciation

1991

$ 2,560,993
1,737,843
1,418,655

$ 2,488,677
1,027,494
980,568

5,717,491
1, 680,516

4,496,739
1,052,209

S 4,036,975

S 3,444,530

Note 4 -Real Estate Under Lease Agreements
The Companyle4ses commercial office space as lessor under various 4greements with
terms ranging from one to five years. Such leases are accounted for under the
operating method. The Company pays taxes and insurance on the buildings and
provides for their general maintenance.
The cost of real estate and ~ts related accumulated depreciation under operating
leases at December 31, was $2,333,439 and $567,234 in 1992 and $2,067,169 and
$529,975 in 1991.
Minimum noncancellable lease payments to be received under lease agreements in
excess of one year as of December 31, 1992 are as follows:
1993
1994
1995
1996
1997

S 120,445
109,720
68,920
45,720
40,860

S 385,665
Note 5
Policy Benefits ano Other Policy Liabilities
Policy benefits and other palicy liabilities at December 31 are as follows:
19 9 2

Future policy benefits
Unpaid claims
Other policy liabilities,

i

$39,969,739
7,354,230
714,588

j
!

!

j

1991
$61,364,245
7,533,672
852,222
)'69,750! 139

Note 6 - Reinsurance
Universe and Great Fidelity are involved in both cession and assumption of
reinsurance with other companies. Future policy benefits and unpaid claims relating
to insurance ceded ($2,779,152 at December 31, 1992 and $4,897,001 at December 31,
1991) are not provided in the Company's financial statements.
Universe and Great
Fidelity would remain liable in the unlikely event the reinsuring companies are
unable to meet their obligations. Ceded premiums were $ 14,179,073 and S12, 98A, 457
for 1992 and 1991, respectively. Assumed premiums were $6,963,685 and $5,562,552
for 1992 and 1991, respectively.
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AIA S!:ltVI C!:SCORPORATION
Note~

to Consolidated Financial statements
December 31, 1992 and 1991

\
\
\

i

Note 7 - Mortgages and Notes Payable
Mortgages and notes payable consist of the following:
1992
Mortgages on real estate - 10\ to 11.75\
due 1993 to 2004
Notes payable:
Bank loan - at prime plus 1\, due 1995,
collateralized by Universe stock and
certain cash balances
Term loans - prime plus 7\ to 13.5\, due
1993 to 2002, collateralized by equipment

. ,,
- 1
!

1991

357,303

$1,397,792

2,274,626

3,095,164

1,315,942

639,481

p,947,871

~5,132,43'1

S

\I
\

\
\
!

At December 31, 1992, prime rate was 6\. Aggregate maturities of mortgages and
notes payable over the next five years at December 31, 1992, are as follows:
1993
1994
1995
1996
1997
Thereafter

\

iI
I

Sl,311,i40
1,124,763
567,778
277,114
107,266
559,810

I,
r

I
~

!/
i

S3r947,871
Mortgages and notes payable at December 31, 1992 of $2,278,651 have been personally
guaranteed by the majority stockholders.

~

i,

1

Note 8 - Stated Value Preferred StocK
The Company has 200,000 outstanding shares of no par, nonparticipating stated value
preferred stOCK. The stock is convertible into common stock on a basis of 1 sha::e o!
preferred tp 1 share of common stock, exercisable by. the tendering of theprefe::-red
stock.
The preferred stock is redeemable at the option of the Company at prices ranging
from S8.50 per share currently, to SID per share after September 14, 1993.
Effective September 15, 1:993, the outstanding preferred stock is subject to
mandatory redem~tion upon notice by the shareholder.

\
i!
~
It

The difference between the estimated fair value of the preferred stock at the da~e
of issuance and the mandatory redemption value is being recorded through periodic
charges, using the interest method, to retained earnings.
If the Company dissolves, the preferred stock haa liquidating preference over CO~Dn
shareholders in amounts equal to its redemption value. The hDlder of the preferred
stock has the right, voting separately as a class, to elect one member to the Board
of Di.rectors.

I

I
~

~

;,
i
i

~:

~

Note 9 - Requlatory Requirements and Restrictions
Generally, the net assets of Universe and Great Fidelity available for transfer
the Company are limited to the amounts by which the net assets exceed mi~imum
capital requirements.

~o
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AlA SERVICl:S CORPORATION

Notes to COnsolidated Financial Stateaents
December 31, 1992 and 1991

Note 9 - Requlatory Requirements and Restrictions (continued)
Dividends may be paid by Universe only from profits and surplus and requires
insurance department approval if the dividend is in excess of the greater of .10
percent of surplus or statutory income of the prior year. Statutory surplus of
Universe was $5,241,232 at December 31, 1992. Universe had net income of $59,330
for the. year ended December 31,1992.
.
Note 10 - Employee Benefit Plans
Options for 12,500 shares of common stock, exercisable at $3.65 per share, were
granted at fair market value to certain corporate officers under a nonqualified
stock option plan in 1987. In return, such officers agree to loan the Company an
amount not to exceed $90,000 in aggregate, if certain earnings targets are not
aChieved over a seven-year period beginning 1987. The loans are convertible to
common stock at $3.65 per share. None of these options have been exercised an~ no
loans 'have been made.
Effective July 1, 1988; the Company adopted the Agents' Stoc·k owner~hip Plan.
contributions were made to the plan in 1992 or 1991.

No

The Company maintains a profit sharing retirement plan covering substantially all
employees who'have completed one year of service. Employees are fully vested. after
seven years of participation. The company's contribution to the plan was $203,BB9
in 1992 and $96,493 in 1991.
On December 31, 19B8, the Company established an Employee Stock ownership Plan
covering employees who have completed one year of service. Employees are fully
vested after five years of participation. The Company contributed $188,059 and
$95,214 to the plan in 1992 and 1991, respectively.

Note 11 - Operating Leases
The Company leases data processing and office equipment as lessee under lease
agreements which are accounted for as operating leases. The data processing and
office equipment leases expire over the next five years. In most cases, management
expects the leases to be. renewed or replaced by other leases.
Min~um lease payments required under operating leases that have initial Dr
'remaining noncancellable lease terms in excess of one year as of December.31, 1992
a.re AS follows:

611,321
540,226
322,862
54,901

1993
1994
1995
1996
1997

$

Total minimum payments required

Slr529r310

Total rent expense for all operating leases was $741,536 in 1992 and $503,119 in
1991.
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Notes to Consolidated Financi~l stateaents
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Note 12
Income Taxes
The provision (benefit) for income taxes consists of the following:
1991

1992
CUrrent
Deferred

S

42,169
744,353

S

(8,356)
(47,532)

Total

~

786,522

~

£55,888)

The provLsLon (benefit) for income taxes varied from amounts computed at the feders
statutory rate as follows:
1992

1991

Federal income taxes at statutory rate
Small life insurance.company deduction
Net operating loss not providing current
tax benefit
other items, net

Sl,203,918
(558,133)

$ (591,019)
156,799

Provision (benefit) for. income taxes

~

108,075
786,522

I

329,688
48,644

3~,662

S

£55,888)

Net operating loss carryforwards for tax purposes of approximately $3,100,000 dre
available to offset taxable income prior to their expiration in 2007.
Note 13 - Acquisitions and Pispositions
July 11, 1991; Universe acquired all of the outstanding stock of Great Fideli~y
Life Insurance Company (Great Fidelity) for approxLmatelY'S4 million. The
acquiSition has been accounted for as a purchase and, accordingly, the assets and
liabilities have been recorded at·their fair values at the date of acquisition.
Operating results of Great Fidelity from June 1, 1991, have been included in the
consolidated statement of , income. The excess of the purchase price over the net
.
tangible assets acquired was S7,276,OOO and was allocated to identifiable intangible
assets based .on management's estimates of relative fair market values at the da~e
acquisition. Factors considered in the determination. of the carrying values of the
identifiable intangibleaBsets included: 1) values of individual blocks of business
and state licenses established as a result of negotiations with the Indiana
Insurance Department; and 2) the actual purchase price of a large block of life
insurance business Great Fidelity acquired in an arms len9th transaction several
months prior to the acquisition date.
On

I
I

0=

In October 1991, Great Fidelity aold its life inBurance business for a total
consideration of 52,064,000 to another insurance company. At the date of
acquisition of Great Fidelity, there was no intent to sell the life insurance
business.
Management allocated S678,000 of the acquisit·ion price to the life
insurance block of business in accordance with values determined at the acquisition
date as described above. Accordingly, a gain of S1,386,OOO has been recognized for
this transaction in the financial statements for the year ended December 31, 1991.
In January 1992, Great Fidelity sold its medicare supplement insurance business for
a total consideration of Sl,358,000 and recognized a gain of $584,000.
In June
1992, Great Fidelity sold its annuity business for a total consideration of S~17,50D
nnd recognized a gain of S18,OOO on the block of business in accordance with values
determined at the acquisition date.
.
In June 1992, Universe sold its life and annuity business for 51,700,000 and
recognized a loss of S130,900 in the current year.
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Note& to Consolidated Financial Stat. . . nt&
December 3l, 1992 and 1991

Bote 14 - Related Party Transactions
The Company had transact~ons w~th stockholders as follows:
1992

1991

Stockholders receivable, January 1
Advances
Reductions

$1,052,481
407,247
(L459,728)

S 954,735

Stockholders receivable, December 31

S

$1,

565,109
(467,363)

I
I

052 r 481

The Company purchased 54,59B shares of treasury stock during 1992 at a price of
S20.72 per share from two shareholders in satisfaction of $1,131,271 in receivables.
The price per share was.based on an independent appraisal of the fair market value
of the stock.
Universe has a reinsurance agreement with Continental Life and Accident Company, an
affiliate. Universe paid $338,274 and $278,4B4 in 1992 and 1991, respectively, to
Continental under the terms of the agreement.
At December 31, 1991, the Company had receivables from Woodcom, Inc., a company
related by common ownership, of S276,683. Effective January 1, 1992, the Company
received a 65 percent ownership in Woodcom Inc. bY exchanging its receivables for
common and preferred stock and by purchasing additional common shares from two of
its shareholders. At December 31, 1992, the Company received a deposit of S135,525
from Woodcom, Inc. for the repurchase of the common shares. The transaction is
Subject to FCC approval.
In MArch 1992, Universe declared and paid a dividend of $425,000 to the Company. In
December 1992, Great Fidelity declared a dividend payable to Universe of $1/918,000.
On December 30, 1992, Universe received a liquidation dividend from United Partners
Life Insurance Company, an affil~ate, in the amount of $137,546.

Note l5 - Supplemental Cash Flow Information
Cash paid .for··interest and income taxes was as follows!
1992
Interest
Income taxes (refund)

s

393,946

1991

S

519,522

S

370,257

Note 1-6 - Receivables
Included in accounts receivable is approximately $1,288,000 due from the Oregon Life
and Health Insurance Guarantee ABBociation (OLHIGA). The OLHIGA has disputed
approximately $621/000 of the claim and further declined to pay the remaining
undisputed amount. The OLHIGA and the Company have submitted the dispute to
arbitration.
In the opinion of mAnagement and its legal counsel, the Company will
p~evail in arbitration.
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Note 17 - Subsequent Event

!
~

A non-binding letter of· intent was signed on February 8, 1993, by Continental Life
and Accident Company (Continental), a subsidiary of Continental Financial
'
Corporation, to purchase 100\ of the outstanding stock of Great Fidelity from
Universe.· Continental would issue 80,590 shares of S100 par value preferred stock
in exchange for 4,940,490 shares of common stock of Great Fidelity. The letter of
intent also provides for the sale of Universe's individual and group health businesf
in exchange for 1.5 million shares of Continental common stock. These transactions
are subject to the approval of various state insurance regulatory authorities and
lenders and final agreement on terms by the appropriate boards of directors.
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AlA SERVICES CORPORATION
Consol~dated Balance Sbeets
September 30, June 30 and Harch 31, 1994 and December 31, 1993

Assets
September 3D,
1994
Investments
ca.s.h
Accrued investment income
Receivables
Income taxes receivable
Prepaid expenses
Property and equipment, net
De£ erred policy acquisition costs
Cost of insurance and licenses
acquired
Total assets

Julie 30,

1994

March 31,
1994

.$46,370,703
367,467
357,261
8,071,025
129,025
1,065,472
1,447,891
7,424,785

December 31,
1993

$46,748,582
169,464
267,351
8,322,448
148,004
1,025.,545
1,483,806
7,482,857

$43,465,655
50,534
375,675
-7,115,946
3,033
977,572
1,265,501
6,241,163

$43,846,061
258,004
346,776
8,216,018
176,004
985,446
1,359,959
7,044,710

3,853,616

3,990,964

4,128,312

4,265,663

S63,348,695

556,223,942

569,361. 941

569,913.12Q

$48,830,146
821,000
48,652
5,666,505
1,901,032
712,810

$50,540,087
936,000
29,900
6,090,323
2,061,736
1. 327, 12fi

$52,809,253
1,030,000
6,000
5,458,175
2,313,185
1,352,08Q

$53,656,376
850,000

57,980,145

6Q,~8S,l72

62,9fiB,693

63,684,743

1,923,991

1. 952 ,760

1. 968.625

1,992,20Q

Liab~lities

PoLi.cy benefits and other policy
1. .i.abili ties
Unearned commissions
Income taxes payable
Accounts payable
Ho~gages and notes payable
Dei erred income taxes
Total .liabilities
Stated value preferred stock redeemable and convertible, no
par value, 200,000 shares
authorized, 192,400, 195,276,
196,863 and 199,220 shares issued
and outstanding, respectively

5,294,742
2,564,452
1. 319 ,173

stockholder'S Equity
Connnon stock - $1 par value
5,000,000 shares authorized,
l , 018,729 issued and outstanding
in 1994 and 1993
Additional paid-in capital
Treasury stock, 58,598 and 54,598
shares at cost, respectively
. Net unrealized appreciation of
equity securities
Retained earnings
Total stockholder's equity
Total liabilities and stockholder's
equity

1,018,729
507,177

1,018,729
507,177

1,018,729·
507,177

1,018,729
507,177

(1,244,153)

(1,244,153)

(1,244,153)

(1,244,153)

6,762
3,156,Q44

6,752
2,997,495

4,136,lQa

6,762
3,948,262

3,444,S5~

3,286,QIQ

4.424,623

1·236.777

S63,34a,fi2!2

HQ,22J,~12

~11

SQ~,213,12Q

'fi,762

Sfi2, :H2L
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AlA SERVICES CORPORATION

I

Conso1idated Statements of Income
For the Three Months Ended september 30, 1994 and 1993'
and For the Nine Months Ended September 30, 1994 and 1993

i
)

Three Months Ended
september 30,
September 30,
1994
1993

i Revenues

Ji

Insurance premiums earned
Ceded premiums

J

Commissions
Investment income
Administrative fees
Total revenues

J
"

Benefits and expenses
Po~icy benefits
.
Re~nsurance

recover~es

Commission expense
General and administrative
expense
Interest expense
Total expenses

'I

rncome (loss) before income
taxes
Provision for income taxes
Net income (loss)

20,333,065

15,916,573
7,563,1Q6
8,353,467
1,301,641
712,074
39,489

12,746,562
2,824,876
525,057
33,765

10,406,671

16,}30,260

10,877,472
4,943,432
5,934,040
1,167,378

13,205,362
4,820,9128,384,443
4,096,534

3,433,772
83,744

3,258,224
54,853

]0,618,934

15.794.054

7r586,50~

336,206
120.275

(212,263)
f370, 812)

s

158,549

s

1
'I.

!

J
I

,J
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AlA SERVICES CORPORATION
COnsolidated StatemeDts of Cash Flows
For the Three MODths Ended september 30, 1994 and 1993
and For the Nine Months Ended September 30, 1994 and 1993

Three Months Ended
Nine Months Eodea
September 30, September 30, September 3D, September
19941993

Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income to
net cash provided by operating
activities
Depreciation and amortization
Loss (gain) on sale of investments
(Gain) loss on sale of real estate
and equipment
Gain on sale of intagibles
'Decrease in accounts receivable
Decrease in prepaid expenses
Decrease (increase) in deferred
policy acquisition costs
(Decrease) increase in accounts
payable
(Decrease) increase in income taxes
payable and deferred taxes
Decrease in future policy benefits
Decrease in other liabilities
Total adjustments
Net cash (used) provided by
operating activities
.~ash flows from investing activities:
Net decrease. (increase) in notes
receivable
Capital expenditures
Purchase of bonds and stocks
Proceeds from sale of bonds
Net decrease (increase). in mortgage
loans
Net increase in policy loans
Net decrease (in~rease) in short-term
investments
Net increase in other invested assets
Cash disposed with sale of subsidiary
Proceeds from sale of intangibles
Proceeds from sale of real estate and
equipment
Net cash provided (used) by
investing activities
Cash flows from financing ac.tivities:
Principal payments of long-term debt
Purchase of treasury stock
Redemption of preferred stock
Net cash used by financing
activities
~

S

464,601

466,545
109,920

S

(792.218)

s

1.567,~~t

1,402,:':2
(1,153, L;O;

1,487,815
75,122

21,::<4
(6, S~8)
3,032,C-:5

(61,957)

1,016,133
7,874

(10,061)
(6,928)
1,431,860
53,707

1,098,756
47,973

601,838

(318,932)

669,867

(1,542,C:4)

(423,820)

(785,522)

371,829

(202,2::2)

(422,593)
(1;709,941)

114,602
(1,161,614)

38,~;9

(412,B06)

397, E2
(833,S::O)
037, CQ)
1.016,E;S

0] 5(000)

016,000)

(580,908)

(222.423)

(4,826,230)
(29,QOO)
(L 578,631)

(422,35~)

(6,492)

(2,370,849)

55,040
(6,437)
(1, 458, 115)
1,094,761

(51,168)
(47,363)
(273,784)
2,787,794

(578)
(180,882)
(5,419,514)
6,870,202

(109, .3.:;5)
(176.,.3::9)
(43,325,::27)
40,129,c.4l

67,886
(6,137)

9,665
(2,020)

(778,268)
(16,629)

29,2:l
(2,C20)

667,063
(9,701)

(2,621,187)

881,916
(9,701)

i

I

1,293,4-::5

(17,212)
57,500

(17(212)
57,580

404,360

038,365 )

(160,702)

(244,721)

(68.209)
(244,721 )

£73] (627)

(207,470)

(389,578)

(118,930)

258.004

.\-!.:

~

(886,447)
(82, £=C)

(663,418)

(}89,471)

5Q,S~1

12,Q86,::2 7 )

2,983.546

(28,76~)

S

34, -'::C

1,637,000

19,410

Cash at beginning of period
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1993

f

decrease in cash

Cash at end of period

1 58 , 549

1994

169,461

1.018.255

s

628.677

(969,:;27)

s

SO,534

1.10Q.-';-<;

S

628,;0:1
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AlA SERVICES CORPORATION
Schedule of Policy Benefits and Other Policy Liabilities
(GAAP Basis)
september 30, June 30 and March 31, 1994 and December 31, 1993

December 31,
3993

June 30,
1994·

March 31,
1294

S 5,210,459

S 5,249,903

S 5,536,528

S 5,670,792

2,758
4,951,254
15,917,800
15,394,792
285,212

514
5,078,711
15,969,896
15,787,205
2~5,861

5,596,.492
15,919,409
14,853,230
295.837

5,87'4,737
16,180,416
14,061,021
303,272

41,762,279

42,352,Q90

42,201,496

42,090,642

137,301
2,682
6,396,213
357,526

137,301
1,682
7,367,623
470.970

275,895
12,000
9,422,170
503,375

193,207
12,000
10,423,2
492,6

6,893,722

7,978,576

10,213 ,440

11.121. 023

41,134
133,011

49,911
159,510

196,376
197,941

314,933
129,778

174,145

2Q9,421

394,317

444,711

!:l3Q, 1:16

S~Q,!2:1Q,Q!:l7

S!22.6Q2,2!23

S!23,6!21i,:r11i

September 30,
1994
Future policy benefits:

-

Universe
Universe
Great Fidelity
SBA
Universe
supplementary Contracts
Universe
Life

A & H

-

. claim Liabilities:
Life
A & H

-

Universe
Fidelity
Universe
Great Fidelity

- Great
-

other:
Universe
Great Fidelity

Total policy benefits and other
policy liabilities

S~H.L
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EXHIBITD

AFFIDAVIT OF JOLEE DUCLOS

MINUTES OF A SPECIAL MEETING OF SHAREHOLDERS
OF
AlA SERVICES CORPORATION
March 7, 1995, 3:05 a.m., offices of Eberle, Berlin, et al., 300
North Sixth Street, Boise, Idaho.
A special shareholders meeting of the Corporation was called to
order by President, R. John Taylor. Of the 973,333.5 shares of common
stock issued and outstanding, 932,925.07 were represented either in person
or by proxy. A quorum was declared present.
The following persons were present:
Stan Sturtz representing the ASOP
Stan Sturtz representing the ESOP
Paul D. Durant
Mary K. Frost
Bruce Sweeney
R. John Taylor
Reed J. Taylor
Rockwell S. Wilson
Daniel L. Spickler
JoLee K. Duclos
Richard Campanaro
Michael Cashman
Jim Hansen

I
i

I
I
I

John Taylor explained the proposed transactions and required Form A
filings which are expected to be finalized by early May.
Richard
Campanaro reported on the J.G. Kinnard & Company offering. The minimum
offering is expected by week's end and all "C" shares are purchased.

i

!t
t

Rock Wilson questioned John Taylor's acquisition of 800,000 shares
of common stock, which Mr. Taylor explained was compensation offered in
his employment contract.

!

Mr. Wilson asked why current shareholders had not been given the
opportunity to purchase shares. The minimum investment requirements and
qualification of proposed investors was explained.

!

i

!,

I3

n

Mr. Wilson then questioned what he believed to be a 360% dilution of
the stock, from $3.55 to $1.21 at book value. Mr. Taylor explained that
that there would be a 50% dilution in the percentage ownership of the
company •
. Mr. Wilson asked what price the approximately 14,000 ESOP shares
were sold at on December 31, 1993, and was told they were'sold for the
appraised market price.
Past problems related to the ASOP were discussed.
and vesting schedules were discussed.

The redemption

Mr. Wilson asked whether the CAP plan was shown as income and was
advised it was, however, the company discontinued being the insurer for
new business for the plan as of January 31, 1995.
Mr. Wilson asked whether a minority stockholder could be a director,
and was told any person nominated by the shareholders and receiving enough
votes could be a director.

AFFIDAVIT OF JOLEE DUCLOS
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post-mergerstockhoider rights were discussed and

shareholclet~ W~fA

advised there would be no piggy-back rights. The possibility of a future
public offering was discussed and its affect on the minority shareholders.
John Taylor again reviewed the proposed changes, and Dan Spickler
explained dissenter' s rights. The shareholders were also adv ieed that the
Board of Directors had not approved the changes to the Articles of
Incorporation affecting the preferred stock.
A shareholder vote was then taken. The shareholders approved the
reorganization plan by a vote of 926,698.07 "yes" to 6,688.09 "no".
There being no further business, the meeting was adjourned at 3:57
p.m.
I I Daniel L. Spickler I secretary of AIA Services corporation,
certify that this is a true and cor ct copy of the minutes of the
shareholders meetin9 of the corporati
uly ~eld March 7 199
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EXHIBIT G

AlA SERVICES CORPORATION

.r.

SPECIAL MEETING - March 7, 1995

PROXY

TIllS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS

The undersigned hereby appoints R. JOHN TAYLOR and/or DANIEL L. SPICKLER as Proxyholders,
each with the power to appoint his substitute, and hereby authorizes them to represent and to vote, as designated
below, all the shares of common stock of the Company held on record by the ~ndersigned on February 6, 1995 at
the special meeting of shareholders to be held on March 7, 1995 or any adjournment thereof.
.

1.

REORGANIZATION PLAN including the following transactions:
i.

Amendment of the Company's Articles of Incorporation ("Amendment") to authorize
735,000 shares of Series B.. 10% Preferred Stock, 150,000 shares of Series C 10%
Preferred Stock, Series B Warrants to purchase up to 22.64% of the Company's
Common Stock and Series C Warrants to purchase up to 10.4% of the Company's
Common Stock.

ii.

Merger of RJ Holdings Corp. with and into the Company ("Merger") pursuant to the
terms and conditions summarized in the enclosed Disclosure Statement; and ratification
of RJ Holdings Corp. employment agreements with R. John Taylor and Richard W.
Campa<laro.

iii.

Issuance of the newly authorized Series B and Series C Preferred Stock and related Series
B and Series C Warrants pursuant to a private placement conducted by 1. G. Kiimard and
Company, Incorporated.

iv.

Redemption of 500,000 of Reed J. Taylor'S 613,494 shares of Company's Common
Stock for $7.5 million; application of the proceeds of sale of the Series C Preferred
Stock and Warrants to the $1.5 million down paymentof.the redemption price for Reed
J. Taylor's Common Stock; issuance of the Company's $6 million promissory note for
the baJance of the redemption price for Mr. Taylor's Common Stock; and approval of
related transactions with Mr. Taylor.

v.

Application of a portion of the proceeds of sale of the Series B Preferred Stock and
Warrants to the partial or complete redemption of the outstanding·Series A Stated Value
Preferred Stock.

vi.

Contribution of at least $4.2 million of the proceeds of sale of the Series B Preferred
Stock and Warrants to the Company's subsidiary, The Universe Life Insurance Company
("UUC"); and distributionofUUC's subsidiary, AlA Insurance, Inc., to the Company.

vii.

Ratification of an amendment of the. Company's Bylaws to provide that the number of
directors may range from seven (7) to fifteen (15) and to authorize the Board of Directors
to determine the number of directors by resolution.

viii.

All other corporate actions necessary to recapitalize and reorganize the ·Company
(including, without limitation, all necessary regulatory filings to obtain approval of
change of control of Company's insurance subsidiaries) in accordance with the
reorganization plan approved by Board of Directors.

I
I[
i

Ii

,,
I,

!
!
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FOR the Reorganization Plan, including (in particular but without limitation) the Amendment and
the Merger.
AGAINST the Reorganization Plan

o
2.

ABSTAIN

IN THEIR DISCRETION, THE PROXYHOLDERS ARE AUTHORIZED TO VOTE UPON SUCH
OTHER BUSINESS AS MAY PROPERLY COME BEFORE THE MEETING, INCLUDING SUCH
MATTERS WHICH THE BOARD OF DIRECTORS DID NOT KNOW, A REASONABLE TIME
BEFORE THIS SOLICITATION OF PROXIES, ARE TO BE PRESENTED AT THE MEETING.

THE SHARES REPRESENTED BY THIS PROXY IF PROPERLY SIGNED WILL BE VOTED IN THE
MANNER DIRECTED HEREIN BY THE UNDERSIGNED STOCKHOLDER. IF NO CHOICE IS SPECIFIED,
THIS PROXY WILL BE VOTED "FOR" PROPOSAL NO. 1.
The undersigned acknowledges receipt of a copy of the Notice of Special Meeting and accompanying Disclosure
Statement dated February 9, 1995, together with copies ofIdaho Code Sections 30-1-80 and 30-1-81.
Please sign exactly as name appears on stock certificates. When shares are held by joint tenants, both should sign.
When signing as !J.ttorney, as executor, administrator, trustee or guardian, please give full title as such. If a
corporation, please sign in full corporate name by president or other authorized officer. If a partnership, please
sign in the partnership name by authorized person.

__, 1995.
DATED: _ _J_~_j._!)
PLEASE MARK, SIGN, DATE AND
RETURN THE PROXY PROMPTLY

1
I

PROXY - Page 2
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AIA SERVICES CORPORATION

SPECIAL MEETING - March 7,1995

PROXY

THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF DmECTORS

The undersigned hereby appoints R. JOHN TAYLOR and/or DANIEL L. SPICKLER as Proxyholders,
each with the power to appoint his substitute, and hereby authorizes them to represent and to vote, as designated
below, all the shares of common stock of the Company held on record by the undersigned on February 6, 1995 at
the special meeting of shareholders to be held on March 7, 1995 or any adjournment thereof.

1.

REORGANIZATION PLAN including the following transactions:
1.

ii.

Amendment of the Company's Articles of Incorporation Cft Amendment") to authorize
735,000 shares of Series B 10% Preferred Stock, 150,000 shares of Series C 10%
Preferred Stock, SeriesB Warrants to purchase up to 22.64% of the Company's
Common Stock and Series C Warrants to purchase up to 10.4% of the Company's
Common Stock.
Merger of RJ Holdings Corp. with and into the Company ("Merger") pursuant to the
terms and conditions summarized in the enclosed Disclosure Statement; and ratification
of RJ Holdings Corp. employment agreements with R. John Taylor and Richard W.
" Campana!o.
)

,

iii.

Issuance of the newly authorized Series B and Series C Preferred Stock and related Series
B and Series C Warrants purspant to a private placement conducted by J. G. Kinnard and
Company, Incorpo~ted.

iv.

Redemption of 500,000 of Reed J. Taylor's 613,494 shares of Company's Common
Stock for $7.5 million; application of the proceeds of sale of the Series C Preferred
Stock and WarrantS to the $1.5 million down payment of the redemption price for Reed
1. Taylor's Common Stock; issuance of the Company's $6 million promissory note for
the balance of the redemption price for Mr. Taylor's Common Stock; and approval of
related transactions with Mr. Taylor.

v.

Application of a portion of the proceeds of sale of the Series B Preferred Stock and
Warrants to the partial or complete redemption of the outstanding Series A Stated Value
Preferred Stock.

vi.

Contribution of at least $4.2 million of the proceeds of sale of the Series B Preferred
Stock and Warrants to the Company's subsidiary, The Universe Life Insurance Company
C"ULIC"); and clistributionofULIC's subsidiary, AIA Insurance, Inc., to the Company.

vii.

Ratification of an amendment of the Company's Bylaws to provide that the number of
directors may range from seven (7) to fifteen (15) and to authorize the Board- 0 f Directors
to determine the number of directors by resolution.

viii.

All other corporate actionS necessary to recapitalize and reorganize the Company
(including, without limitation, aU necessary regulatory filings to obtain approval of
change of control of Company's insurance subsidiaries) in accordance with the
reorganization plan approved by Board of Directors .
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FOR the Reorganization Plan, including (in particular but without limitation) the Amendment and
the Merger.

2.

D

AGAlNST the Reorganization Plan

D

ABSTAlN

I}t THEIR DISCRETION, THE PROXYHOLDERS ARE AUTHORIZED TO VOTE UPON SUCH

OTHER BUSINESS AS MAY PROPERLY COME BEFORE THE MEETING, INCLUDING SUCH
MATTERS WHICH THE BOARD OF DIRECTORS DID NOT KNOW, A REASONABLE TIME
BEFORE TIllS SOLICITATION OF PROXIES, ARE TO BE PRESENTED AT THE MEETING.
THE SHARES REPRESENTED BY TIllS PROXY IF PROPERLY SIGNED WILL BE VOTED IN THE
MANNER DIRECTED HEREIN BY THE UNDERSIGNED STOCKHOLDER. IF NO CHOICE IS SPECIFIED,
TIllS PROXY WILL BE VOTED "FOR" PROPOSAL NO. 1.
The undersigned acknowledges receipt of a copy of the Notice of Special Meeting and accompanying Disclosure
Statement dated February 9, 1995, together with copies of Idaho Code Sections 30-1-80 and 30-1-81.
Please si~n exactly as name appears on stock,certificates. When shares are held by joint tenants, both should sign.
When signing as attorney, as executor, administrator, trustee or guardian, please give full title as such. If a
corporation, please sign in full corporate name by president or other authorized officer. If a partnership. please
sign in the partnership name by authorlzedperson.
FIRST SECURITY BANK OF IDAHO,
DATED:

MARCH 6

, 1995.

N.A.

TRUSTEE, AlA SERVICES COR ORATION
EMPLOYEE
OC~
HER lP .AtfN
BY:
STURT' ,
OFFICER

PLEASE MARK, SIGN, DATE AND
RETURN THE PROXY PROMPTLY

I

J

48,074.41

SHARES

1
:1

I
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AlA SERVICES CORPORATION

SPECIAL MEETING - March 7,1995

PROXY

THIS PROXY 15 SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS

The undersigned hereby appoints R. JOHN TAYLOR and/or DANIEL L. SPICKLER as Proxyholders,
each with the power to appoint his substitute, and hereby authorizes them to represent and to vote, as designated
below, all the shares of common stock of the Company helliltm record by the undersigned on February 6, 1995 at
the special meeting of shareholders to be held on March 7, 1995 or any adjournment thereof.

1.

REORGANIZATION PLAN including the following transactions:
i.

Amendment of the Company's Articles of Incorporation ("Amendment") to authorize
735,000 shares of Series B 10% Preferred Stock, 150,000 shares of Series C 10%
Preferred Stock, Series B Warrants to purchase up to 22.64% .of the Company's
Common Stock and Series C Warrants to purchase up to 10.4% of the Company's
Common Stock.

ii.

Merger of RJ Holdings Corp. with and into the Company ("Merger") pursuant to the
terms and conditions summarized in the enclosed Disclosure Statement; and ratification
of RJ Holdings Corp. employment agreements with R. John Taylor and Richard W.
Campanaro.

iii.

Issuance of the newly authorized Series B and Series C Preferred Stock and related Series
B and Series C Warrants purs)lant to a private placement conducted by J. G. Kinnard and
Company, Incorporated.

iv.

Redemption of 500,000 of Reed J. Taylor's 613,494 shares of Company's Common
Stock for $7.5 million; application of the proceeds of sale of the Series C Preferred
Stock and Warrants to the $1.5 million down payment of the redemption price for Reed
J. Taylor'S Common Stock; issuance of the Company's $6 million promissory note for
the balance of the redemption price for Mr. Taylor's Common Stock; and approval of
related transactions with Mr. Taylor.

v.

Application of a portion of the proceeds of sale of the Series B 'Preferred Stock and
Warrants to the partial or complete redemption of the outstanding Series A Stated Value
Preferred Stock.

vi.

Contribution of at least $4.2 million of the proceeds of sale of the Series B Preferred
Stock and Warrants to the Company's subsidiary, The Universe Life Insurance Company
("ULlC"); and distribution of ULIC's subsidiary, AlA Insurance, Inc., to the Company.

vii.

Ratification of an amendment of the Company's Bylaws to provide that the number of
directors may range from seven (7) to fifteen (15) and to authorize the Board Of Directors
to determine the number of directors by resolution.

viii.

All other corporate actions necessary to recapitalize and reorganize the Company
(including, without limitation, all necessary regulatory filings to obtain approval of
change of control of Company's insurance subsidiaries) in accordance with the
reorganization plan approved by Board of Directors.
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2.

FOR the Reorganization Plan, including (in particular but without limitation) the Amendment and
the Merger.

rn

AGAINST the Reorganization Plan

o

ABSTAIN

I

I

IN THEIR DISCRETION, THE PROXYHOLDERS ARE AUTHORIZED TO VOTE. UPON SUCH
OTHER BUSINESS AS MAY PROPERLY COME BEFORE THE MEETING, INCLUDING SUCH
MATIERS WIDCH THE BOARD OF DIRECTORS DID NOT KNOW, A REASONABLE TIME
BEFORE THIS SOLICITATION OF PROXIES, ARE TO BE PRESENTED AT THE MEETING.

THE SHARES REPRESENTED BY THIS PROXY IF PROPERLY SIGNED WILL BE VOTED IN THE
MANNER DIRECTED HEREIN BY THE UNDERSIGNED STOCKHOLDER. IF NO CHOICE IS SPECIFIED,
THIS PROXY WILL BE VOTED "FOR" PROPOSAL NO. 1.
The undersigned acknowledges receipt of a copy of the Notice of Special Meeting and accompanying Disclosure
Statement dated February 9, 1995, together with copies of Idaho Code Sections 30-1-80 and 30~1-81.
Please sign exactly as name appears on stock certificates. When shares are held by joint tenants, both should sign.
When signing as attorney, as executor, administrator, trustee or guardian, please give full title as such. If a
corporation, please sign in full corporate name by president or other authorized officer. If a partnership, please
sign in the partnership name by authorized person.
FIRS T SEC URIT Y BAN K 0 F IDAHO,
DATED:

MARCH 6

,1995.

TRUSTEE,
EMPLOYEE
BY:

N. A.
IA SERVICES CORPORATION
0
WNE
PLA

PLEASE MARK, SIGN, DATE AND
RETURN THE PROXY PROMPTLY

461.09

I

SHARES
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EXHIBIT F

AFFIDAVIT OF JOLEE DUCLOS

AIA SERVICES STOCK HOLDINGS
Holder

Shares

Proxy/person

Yes

No

Preferred stock:
Donna J. Taylor

192,399

---

Common stock:
Stock ownership
Plan & Trust
(~"'~~-C-) 857.5

~gentfs

Bill Cady

3,600

Paul D. Durant

2,453.5

Employee Stock Ownership
Plan & Trust

58,828.5

Chris W. Ferwalt
l.ry K. Frost

400
9,453.5

Carlton Kent Gray
Marvin D. Hairston
Raymond R. Heilman
Raymond R. Heilman - Profit
Sharing

400
5,000

20,849.5
9,064

Lee Ann Hostetler

400

Thomas Christopher Lankenau

250

Jerry A. Legg
Dale L. Miesen
Heather Miesen Living Trust
Jennifer May Miesen L.T.
Robert L. Miesen L.T.
Dale L. Miesen & Jonathan
Ekburg Brown, Jr.

4,000

15(000
1,482
1,482
1,482

Sally J. Reed
Jbette N. Ruddell

AFFIDAVIT OF JOLEE DUCLOS

106
400
400

5'~5
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YJ5-~

Bruce Sweeney
ay R. Taylor

6,197 2/3

Jud R. Taylor

6,197 2/3

...J

R. John Taylor

Reed J. Taylor

L_

500

(Y\i: lJ..\_
\J

186,611. 5

613,493.5

Sara J. Taylor

6,197 2/3

Jerry L. Thayer

4,000

Rockwell S. Wilson

8,000

Al ton D. Woodworth

6,227

No Proxy Rec'd

r'\~

1

~

__b
-L-

1-L_

----b

j

Abstain

TOTALS
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EXHIBIT G
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AlA SERVICES CORPORATION
BOARD OF DIRECTORS MEETING
March 7, 1995
A special meeting of the Board of Directors of AlA Services Corporation was held, pursuant to notice, on March 7, 1995. Chairman,
Reed J. Taylor, called the meeting to order at 9:30 a.m. PST, in
the conference room of the offices of Eberle, Berlin, et al. in
Boise, Idaho..
Roll call was taken and the following Directors were present: .
Reed J. Taylor
R. John Taylor
Paul D. Durant
Daniel L. Spickler
Bruce Sweeney
Al Cooper
Cumer Green
Others in attendance were:
Rick L Johnson
JoLee Duclos
Dick Riley
Michael Cashman
Richard Campanaro
Suzi Schafer

I
!
i
I
i

I

The first order of business to come before the Board was approval
of the minutes for the September 23, 1994, and January 12, 1995,
meetings. There was a motion and second to approve the minutes as
presented. The motion passed unanimously.

I

I
1

Rick· Johnson presented the financials of Universe, comparing yearend 1993 and 1994, and explained how the transfer of the GUH
business to Centennial impacted the statements. The financials for
Great Fidelity and AlA Insurance were also reviewed. There was a
motion and second to approve the Treasurer's Report. The motion
passed unanimously.
John Taylor updated the board on the Centennial transfer. They are
currently processing claims for the Soybean and Poultry Trusts.
The bank lock box arrangement related to money received from the
trusts was also discussed.
Dan Spickler reported on regulatory matters. Texas was resolved in
October . and the Idaho issues were resolved in late December I
although their report has not yet been finalized. Issues with the
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state of Montana were resolved last week and the board was advised
of the details.
A report will not be issued by the state of
Montana.
John Taylor briefly outlined the procedures to be taken regarding
the reorganization, and Dick Riley detailed each resolution.
Some points of discussion were as follows:
1.1 The Form A was shown to the directors and offered for
review. It has been filed in Idaho and Indiana, with a copy also
filed in Texas. . Mr. spickler is working with Texas counsel
regarding negating the requirement for an official hearing.
1.2 Cumer Green questioned whether the intent of
corporation with regard to the preferred stock was for
agreements currently on the table to remain in full force
effect after passage of the resolution. The board confirmed
was· true.

the
all
and
that

The Articles of Amendment are scheduled to be filed at
the earliest possible time and the stock conditionally issued to
subscribers.
If the merger doesn I t go through, conditional
stockholders will only be paid the escrow rate.
1.3 relates to approval of the merger with RJ Holdings and
raising of dissenters rights.
1.4 It was clarified that the company will not be bound by
the employment contracts for John Taylor and Rich Campanaro unless
the merger occurs.
1.5 Purchase of the C stock is not contingent upon the B
stock. Authorizes a new director appointment.
In the general discussion of Resolution 1, Mr. Campanaro
reported the minimum offering had reached 60% as of March 6,
discussed timing of certain portions of the transactions, and
described the type of investors currently considering the offering.

!:.

Cumer Green questioned whether Resolutions 1.3 and 1.4 were
conditioned "upon successful completion of the Kinnard offering"
and was advised that was true.

[

~I

other discussion centered around the employment agreements for
Taylor and Mr. Campanaro, who were excused during the
discussion. References to section 3 and section 5 in section 15.2
should be corrected to reach 15.3 and. 15. 5, respectively.
All
references to the price per share should be "not less than $7 per
share. "
The basic package for the employment contracts are
industry standard. The initial term of the contracts will be three
years, renewed automatically for one year terms thereafter. It was

Mr.
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discussed that the employee should give 90 days notice of
termination in advance of expiration of the term or any extension
thereof.
It was also discussed that under section 12 of
Termination for Cause, reference to 90 days notice should be
deleted.
Upon proper motions and seconds,
proceeded as follows:

voting on Resolution

1

.
1.1 passed unanimously.
1.2 passed unanimously, with the provision that Exhibit A be
modified to provide that no changes be made to the Preferred Share
status.
1.3 John Taylor was excluded from the discussion and vote.
The motion- passed by majority, provided the changes discussed above
are made.
1.4 John Taylor was excluded from the discussion and vote.
The motion passed by majority, provided the changes discussed above
are made.
1.5 passed unanimously, based upon clarification that it is
not conditioned upon successful completion of the Kinnard offering,
and there is no need for the B stock to be issued .•
A copy of Resolution 1 in its entirety as approved is attached
hereto and incorporated herein by reference.
Resolutions 2.1 and 2.2 regarding Acceptance of option
Assignment and Exercise of the option were discussed. Reed Taylor
was excused from all discussion on Resolution 2.
The board
authorized principle terms while management is to negotiate
specific terms and details, especially with regard to security. It
was noted this option must be finalized before the balance of the
transactions can proceed.
Cumer Green·questioned whether it was prudent to obligate the
company for a $6 million note to Mr. Taylor without the. B share
financing.
He was advised by Mr. Spickler that Form A approval
would be required and should be a safeguard.

fii',
I:

r
I

Items still unsettled in the discussions with Mr. Taylor were
with the board. It was suggested that Mr. Taylor obtain
outside counsel and the outside directors review details of any
agreement reached with him.
.

discu~sed

,L

It was determined Resolution 2.2 should be conditioned upon
reaching final agreement with Mr. Taylor, receipt of ali necessary
insurance regulatory approvals and satisfaction of the conditions
set forth in the Agency Agreement, to include successful completion
of the Series B stock issuance.
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Bruce sweeney was declared temporary Chairman of the Board,
and upon proper motions and seconds I voting on Resolution 2
proceeded as follows:
2.1 passed by majority,
provided language
is added
authorizing the outside board members to oversee negotiations with
Mr. Taylor and determine the acceptability of the final agreement
to the corporation. Cumer Green abstained from the vote.
.
2.2 passed by majority, provided language as discussed is
added relating to agreement with Mr. Taylor, receipt of regulatory
approvals, and satisfaction of the conditions set forth in the
Agency Agreement.
A copy of Resolution 2 in its entirety as approved is attached
hereto and incorporated herein by reference. After the vote was
taken, Reed Taylor returned to the meeting and modification to the
resolutions were explained to him by Mr. sweeney. Mr. Sweeney then
turned the chairmanship back over to Mr~ Taylor.
.

3.1 relates to closing of the Kinnard option and issuing the
B stock. It was clarified that Form A approval must be received.
This resolution also authorizes a new director appointment. The
board determined that the officers should be given authority to
renegotiate terms with Kinnard if they do not Perform as expected.
3.2 relates to redemption of preferred stock. Cumer Green
abstained from discussion and voting related to Resolution 3.2.
John Taylor advised that the preferred shareholder wants $700,000
paid from the offering proceeds, plus any proceeds in excess of the
minimum Offering.
Upon proper motions and seconds,
proceeded as follows:

voting on Resolution 3

3.1 passed unanimously, provided officers are able to
negotiate terms with Kinnard if· they do not perform as expected.
3 • 2 .. cumer Green abstained from the vote.
passed by majority.

The resolution

~

A copy of Resolution 3 in its entirety as approved is attached
hereto and incorporated herein by reference •.

,,.,.

,i:
!

I·

\:
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Resolution 4 allows Universe Life to distribute AlA Insurance,
Inc. to AlA Services Corporation.
Upon proper
unanimously.

motion

and

second,

Resolution

4

passed

A copy of Resolution 4 in its entirety as approved is attached
hereto and incorporated herein by reference.

Resolution 5 . is the general authorization for officers to
finalize the restructure intent proposed in the resolutions.
Upon proper motion, second, and the adding of· the word
"lawful fl prior to "actions", Resolution 5 passed unanimously-.
A copy of Resolution 5 in its entirety as approved is attached
hereto and incorporated herein by reference.

There being no further business, the meeting was adjourned at 12: 05
p.m.

~!~ary
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SPECIAL MEETING OF DIRECTORS
OF
AlA SERVICES CORPORATION
March 7, 1995

RECITALS:
Insurance regulators, including the Idaho and Texas Insurance Departments, have raised
issues concerning the adequacy of the capital and surplus of the corporation' s pri neipal insurance
subsidiary, The Universe Life Insurance Company ("ULlC"), and the propriety of the reserving
methods used for UUe's principal insurance product, the Group Universal Health ("GUHn)
Policy.
In 1991, AlA Insurance, Inc., the corporation's general agency and third-party
administrator. was reorganized as a subsidiary of ULle. UUC's regulatory difficulties have
impaired UUe's ability to dividend the earnings of AlA Insurance to the corporation to service
the corporation's First Interstate Bank debt, the redemption of the corporation"s Stated Value
Preferred Stock and operating expenses.
To resolve regulatory concerns, uue has transferred its (it III Policy liahilities and
related reserves to The Centennial Life Insurance Company ("Centennial"): ftlllll\' (;\" I husinl's\
sold and administered by AlA Insurance will be written through CentCllllial: <111'./ iii, l'orporclli(I:!
will shift its focus from health insurance underwriting to its core husilll'sS (II lil;lrkding lind
administering health insurance and other insurance products covering members of l;trIll alld ralld
commodity associates and owners.
As a result of the foregoing factors, it is in the best interests of the corpordtioll and its
shareholders to reorganize AlA Insurance as a direct subsidiary of the corporatioll, in order to
free the earnings of AlA Insurance from regulatory restrictions and provide the corporation wi til
operating capital to focus on alld develop its insurance marketing and administration business.
uue has' insufficient earnings, capital and surplus to allow it to distribute AlA Insurance
to the corporation. To enable UUC to distribute AlA to t11e corporation and to effectuate the
reorganization of AlA InsUrance as a direct subsidiary of the cOlvoration, while satisfying
insurance regulatory capital and surplus requirements, the corporation must contribute
approximately $5 million to UUC.
The corporatioll has experienced difficulties in arranging its debt financing because of the
existence of outstanding Stated Valued Preferred Stock; and acceleration of the redemption of
part or all of the outstanding Preferred Stock would facilitate future debt -financing by the
corpcmition_
It is desirable to accelerate the redemption of part or all of the Staled Value Preferred
Stock (with the remaining principal redemption price of approximately $1.9 million) in order to
facilitate the corporation"s debt and equity financing needs (including the corporation's
relationship with its principal lender First Interstate Bank of Idaho. N.i\.).

I -
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In consideration of the consent of the holder of the Stated Value Preferred Stock to the
financing and reorganization transactions described in the Memorandum, the corporation's
management has negotiated an amendment to the redemption terms set forth in the corporation's
Articles of Incorporation.
Management has negotiated a private placement of the corporation's securities by J. G.
Kinnard and Company, Incorporated ("Kinnard") to raise, pursuant to the terms and conditions
of the attached Agency Agreement dated January 12, 1995 ("Agency Agreement'), the capital
necessary to restructure the corporation and redeem part or all of the Stated Value Preferred
Stock. The corporation's management, working with Kinnard. has pI'eparcd ,\ Confidential
Private Placement Memorandum ("Memorandum") for use in solicitation of accn.:dlled investors
to purchase such securities. Closing of the proposed private placcllKill is Wili.iiiiolICU UpOI.-,
completion of various corporate transactions described in the MenlOraIldulll ;Iild :;i~ \alisf,IClill:~
of certain conditions set forth in the Agency Agreement.
By resolution adopted January 12, 1995, the Board authorized and approved the private
placement of Series B and Series C Preferred Stock of the corporation and related Warrants 10
purchase the corporation's common stock, as described in the Agency Agreement and the
Memorandum ("Private Placement"), subject to the receipt of all necessary Board, shareholder
and regulatory approvals prior to closing of the securities offering; and further authorized ,lIlt!
approved the commencement o/" the Private Placement in accordance with and subject to the
conditions set forth in the Agency Agreement, the Memorandum and the January 12. 1995
resolution.
By -resolution adopted January 12. 1995, the Board authorized and directed the corporation's
officers to prepare and file such documents as they determine in their sole judgment may be
required to obtain all necessary regulatory approvals of the change of control of the Company
contemplated by the Memorandum; and management has therefore prepared and filed, with the
[nsttrClncc Departments of the States of idaho and Indiana, a Form A Statement Regarding
Change of Control of The Universe Life Insurance Company and Great Fidelity Life Insurance
Company ("Form A"),
By resolution adopted January 12, 1995, the Board authorized and directed the corporation's
officers to prepare. for the Board's consideration, an amendment to the Company's articles of
incorporation to provide for the new stock and warrants for the Private Placclllclll. articles of
merger to effectuate the merger (described in the Memorandum) of R .I I hlldings Corp" a
Delaware corporation oWlIed by Richard W, Campanaro and_ R ,.fohn Taylor. "-i!!! :llld into till'
corporation (" Merger"), alld such other documents required to ;1L"!lll'\l: i;;c corporak
reorganization and capital strUt-ture renected in the Memorandum. jllUVllkd (1);:1 iil\.- ISSll;U1CC n:
such new securities and the efkctiveness of the Merger shall be subject to lhe sallsfaction of till'
conditions set forth in the Agency Agreement, including (without limitatioil) receipt of the
opinion of the corporation' <; COLI nsel required by the Agency Agreement to the effect that till'
securities offering was conducted in compliance with federal and applicable state securities laws:
and management has therefore prepared Articles of Amendment to the Articles of Incorporation
of AlA Services Corporation ("Amendment") and a Plan and Agreement of Merger ("Merger
Plan ") for consideration by the Board and the shareholders of the corporatioll, The corporation' s
officers have given notice [0 the corporation's shareholders of a special meeting to _be held at
2:00 p_m. on March 7, 19tJ5 to consider the Amendment and the Merger: and the corporation
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has provided shareholders with a Disclosure Statement dated February
Statement Supplement dated February 27, 1995.

t).

PN:')

;\lld ;1

Disclosure

By resolution adopted January 12, 1995, the Board ratified and confirmed the letter agreement
dated January II, 1995 between the corporation and the holder of the corporation's Stated Value
Preferred Stockholder, which agreement requires the corporation to apply a portion of the
proceeds of the Private Placement to the partial or complete redemption of the Stated Val ue
Preferred Stock.
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RESOLUTION NO.1
RESOLUTION NO. 1.1 RATIFICATION OF DISCLOSURE STATEMENT AND FORM A

RESOLVED that the Board of Directors hereby ratifies and confirms the Notice of Special Meeting
of Shareholders of AlA Services Corporation dated February 9, 1995, the form of proxy for such meeting, the
February 9, 1995 Disclosure Statement for Special Meeting of Shareholders and the Disclosure Statement
Supplement dated February 27, 1995, and further ratifies and confirms the actions of the corporation's officers,
taken pursuant to authorization by the Board's January 12, 1995 resolutions, in preparing and delivering such
notice and other documents to the corporation's shareholders and soliciting proxies from them in connection
with the special meeting of the corporation's shareholders at 2:00 p.m. on March 7, 1995 ("Special Meeting")
to consider and vote upon the Amendment and the Merger.
FURTHER RESOLVED that the actions of the corporation's officers, taken pursuant to the Board's
January 12, 1995 resolutions, in preparing and filing with the Idaho, Texas and Indiana Departments of
Insurance the Form A Statement Regarding the Change of Control of The Universe Life Insurance Company
and Great Fidelity Life Insurance Company shall be and hereby are ratified and conformed; and the
corporation's officers shall be and hereby are authorized to take all such further actions and to execute and
deliver all such further documents as they deem to be necessary or desirable to complete the statutory Form
A approval process ..
RESOLUTION NO. 1.2

AMENDMENT OF ARTICLES

RESOLVED, for the foregoing reasons, that the Board of Directors deems it to be in the best interests
of the corporation to amend the corporation's Articles of Incorporation to authorize 735,000 shares of Series
B 10% Prererred Stock and \50,000 shares of Series C 10% Preferred Stock.
RESOLVED that the Articles of Amendment to the Articles of Incorporation of AlA Services
Corporation attached hereto as Exhibit nAn ("Amendment") be and hereby are adopted and approved, subject
to approval by the corporation's shareholders at the Special Meeting of corporation's shareholders.
RESOLVED that the corporation's officers be and hereby are authorized and directed to submit the
Amendment to the corporation's shareholders for consideration and vote at the Special Meeting.
RESOLVED that. conditioned upon shareholder approval of the proposed Amendment, the ofticers of
the corporation shall be and each of [hem hereby is authorized to execute and file with the Idaho Secretary of
State duplicate original Articles of Amendment to the Articles of Incorporation of AlA Services Corporation
in the form attached hereto as Exhibit" A". and to execute and deliver any and all otl1er documents and to take
any and all other lawful actions as may be necessary or appropriate in order to effectuate the Amendment and
to authorize the Series B and Series C Preferred Stock.
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RESOLUTION NO. 1.3 MERGER
RESOLVED that the Merger between this corporation and R J Holdings Corp., a Delaware corporation
wholly-owned by Richard W. Campanaro and R. John Taylor, pursuant to the terms and condition of the
Merger Plan attached hereto as Exhibit liB" and summarized in the Disclosure Statement and the Supplement
thereto, is hereby adopted and approved, subject to approval by the corporation's shareholders at the Special
Meeting.
.
RESOLVED, that the corporation's officers shall be and hereby are authorized and directed to submit
the Merger Plan to the corporation' shareholders for consideration and vote at the Special Meeting.
RESOLVED that, conditioned upon shareholder approval of the Merger Plan and satisfaction of the
conditions set forth in the Agency Agreement, the officers of the corporation shall be and ~ch of them is
hereby authorized to execute and deliver the Merger Plan and any and all other documents and to take any and
all lawful actions as may be necessary or appropriate in order to effectuate the Merger contemplated by the
Merger Plan, including the execution and filing of Articles of Merger with the Idaho Secretary of State and
such actions as may be dictated by the dissenters' rights provisions of the Idaho Business Corporation Act,
Idaho Code Sections 30-1-80 and 30-1-81. The due execution any such document or the doing of any lawful
act by such officers in connection with the foregoing matters shall conclusively establish such officers' authority
therefor from the corporation and the approval and ratification of the corporation of the documents so executed
and the action so taken.
RESOLUTION NO. 1.4 EMPLOYMENT CONTRACTS'
WHEREAS, the primary assets of R J Holdings Corp. which will be acquired upon effectuation of the
Merger include employment contracts with Richard W. Campanaro and R. John Taylor, pursuant to which
Messrs. Campanaro and Taylor commit to work for the corporation through December 31,1997, to undertake
certain duties (particularly, in the case of Mr. Campanaro, to successfully complete a public offering of
corporations securities), and to be bound by a three-year covenant not to compete with the corporation
following termination of employment in certain circumstances, and the Board deems it to be in the best interests
of the corporation to affirm such employment agreements.
RESOLVED, conditioned upon consummation of the Merger" that the corporation hereby ratifies and
confirms the employment agreements between R J Holdings Corp. and Richard W. Campanaro and R. John
Taylor attached hereto as EXhi.bit "e" and ltD", respectively (provided that the corporation's officers shall be
and hereby are authorized and directed to make such nonmaterial corrections and clarifications in such forms
of employment agreements as in their judgment may be necessary or desirable) ~I!d that...the c~!PQr<llioE,as~!p::;e~
the rights and obligations of the Employer thereunder and agrees to be bound by the terms thereof.
RESOLUTION NO. 1.5 SUBSCRIPTIONS FOR SERIES CPREFERRED STOCK
AND WARRANTS
WHEREAS, the corporation has received subscriptions from Michael W. Cashman, James W. Beck
and Richard W. Campanaro to purchase, in the aggregate, all 150,000 shares of the ,corporations Series C
Preferred Stock, together with Series C Warrants to purchase 4.6 % of corporation's Common Stock (on a fully
liluted basis) for an aggregate price of $1.5 million cash.
RESOLVED that the foregoing offers of subscription for Series C Preferred Stock and Series C
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Warrants made to the corporation for the aggregate amount of $1,500,000 by such subscribers are fair and
. reasonable.
RESOLVED that the terms and conditions of the Subscription Agreements attached hereto as Exhibits
El, E2 and E3, including (without limitation) corporation's representations and warranties set forth therein,
shall be and are hereby adopted and approved.
RESO LVED that the form of Series C Warrant containing the terms and conditions set forth in the form
attached hereto as Exhibit "F" shall be and hereby is approved.
RESOLVED that, following the issuance of a Certificate of Amendment by the Idaho Secretary of State
evidencing the effective date of the Amendment and subject to receipt of all required regulatory approvals. the
corporation shall, and the corporations officers hereby are authorized and directed to, accept such subscriptions
and, upon receipt of $1.5 million cash. issue 150,000 shares of Series C Preferred Stock and Series C Warrants
to Messrs. Cashman, Beck and Campanaro in such proportions as specified in the subscription agreements
attached hereto as Exhibits E 1, E2 and E3, such Series C Preferred Stock and Series C Warrant to be fully paid
and non-assessable.
FURTHER RESOLVED that the appropriate officers of the corporation shall be, and hereby are,
authorized, empOwered and directed to take all other lawful steps necessary or advisable in order to fully
effectuate such issuance of the Series C Preferred Stock and Series C Warrants.
FURTHER RESOLVED that, conditioned upon the sale of 150,000 shares of Series C Preferred Stock
lnd Warrants, and in accordance with Section 4.1 of the corporation's Amended and Restated Bylaws. the
number of the corporation's Directors shall be increased by one, to accommodate the right of the holders of
the Series C Preferred Stock to elect one Director[; and the Board hereby confirms the election of Michael W.
Cashman as such Director by the holders of the Series C Preferred Stock].
RESOLUTION NO 1 is hereby adopted by vote of the following Directors of the corporation at a
special meeting in Boise, Idaho on March 7, 1995: Reed J. Ta lor R. John Ta lor abstainin however from
discussion and voting on Resolution Nos. 1.3 and .4), Paul D. Durant II. Daniel L. Spickler, Bruce Sweeney,
AI Cooper. and Cumer L. Green,
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RESOLUTION NO.2
RESOLUTION NO. 2.1 ACCEPTANCE OF OPTION ASSIGNMENT

WHEREAS, in connection with the transfer of GUH policy liabilities and related
reserves to Centennial, Reed J. Taylor granted Centennial an option to purchase 500,000 of his
613.494 shares of corporation's Common Stock for $7.5 million ("Option") pursuant to the
terms of a Binding Agreement in Principle dated September 9, 1994 ("Option Agreement");
WHEREAS, Centennial does not intend to exercise that Option and has agreed to assign
the option to the corporation pursuant to an Assignment of Stock Purchase Option (attached
hereto as Exhibit "Gil): and
WHEREAS, the Board deems it to be in the corporation's best interest to proceed with
the restructuring plan described in the Memorandum and to effectuate the capital structure set
forth therein.
RESOLVED that. subject to Mr. Taylor's signature consenting to such Assignment, the
corporation shall accept the Assignment of the Option from Centennial.
RESOLVED that the Board hereby adopts and approves the principal terms of the Option
as set forth in the Option Agreement including, without limitation, payment to Mr. Taylor of
a $1.5 million cash downpayment; delivery to Mr. Taylor of corporation's ten-year interest-only
note for $6 million with interest payable quarterly at First Interstate Bank prime rate and plus
one-quarter percent (lA %): entry into a consulting agreement with Mr. Taylor pursuant to which
Mr. Taylor will receive a one percent (1 %) override commission on new production for three
years from the existing agcncystructure, seventy (70) hours use of the Company's Cessna 441
airplane at its out-of-pocket costs per year for the shorter of five (5) years or so long as the
Company owns the Cessna 441 or similar aircraft, and a managing general agents's agreement
for the College Advantage Plan; and the transfer of corporation's Cessna 206 and Piper Cub
airplanes (subject to any liens).
RESOLVED that the corporation's officers and Richard W. Camanaro shall be and
hereby are authorized alld directed to negotiate with Reed J. Taylor concerning the terms for
securing the payment of the redemption price for Mr. Taylor's shares of Common Stock and to
prepare all documentation deemed by such officers to be in their judgment necessary or desirable
to effectuate the exercise of such Option and the payment or transfer of the consideration for
Mr. Taylor's stock in accordance with the principal terms of tile Option set forth in the Option
Agreement, and subject to the payment restrictions set forth in the January II, 1995 letter
agreement with the Stated Value Preferred Stockholder (pursuant to which p-rincipal payments
to Mr. Taylor shall be subordinated to the complete redemption of the Stated Value Preferred
Stock), together with such other terms and conditions acceptable to Mr. Taylor (including,
without limitation, provisions for securing payment of the Option price to Mr. Taylor) as the
corporation's officers shall deem in their judgment to be necessary or desirable in order to
effectuate the redemption oj" 500,000 shares of Mr. Taylor's Common Stock.
I:<LJRTHER RESOLVED that the corporation's Outside Directors shall be and hereby
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are authorized and directed to oversee the negotiations with Mr. Taylor and to determine the
acceptability to the corporation of the final agreement with Mr. Taylor.
RESOLUTION 2.2 EXERCISE OF OPTION
RESOLVED that, conditioned upon reaching final agreement with Mr. Taylor, closing
the sale of 150,000 shares of corporation's Series C Preferred Stock and Series C Warrants
pursuant to Resolution 1.5, leceipt of all necessary insurance regulatory approvals of the change
of control of The Uriiverse ife Insurance Company ("ULIC") and Great Fidelity Life Insurance
Company and satisfaction of the conditions set forth in the Agency Agreement, the corporation's
officers shall be and hereby are directed to exercise the Option, to apply the $1.5 million
proceeds of sale of the Series C Preferred Stock and Series C Warrants to the downpayment for
Mr. Taylor's Common Stock, and to execute and deliver to Mr. Taylor the corporation's
promissory note for the $6 million balance of the Option price, together with such other
documents as may have been prepared in accordance with Resolution No. 2.1, upon Mr.
Taylor's delivery of stock certificates evidencing his ownership of 500,000 shares of Common
Stock.
RESOLVED that the 500,000 shares of Common Stock acquired from Mr. Taylor shall
be held iIi corporation's treasury and shall revert to the status of authorized but unissued shares.
RESOLUTION NO.2 is hereby adopted by vote of the following directors of thecorporation at a special meeting in Boise, Idaho on March 7, 1995:A.._R.· John Taylor, Paul D.
Ourant II, Daniel L. Spickler, Bruce Sweeney and Al Cooper. 'Reed J. Taylor abstained
participation in discussion of Resolution No.2 and abstained from voting thereon. Cumer L.
Green abstained from voting on Resolution No.2.
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RESOLUTION NO.3

RESOLUTION NO. 3.1

SERIES B PREFERRED STOCK AND WARRANTS

RESOLVED that, to facilitate the Private Placement of the corporation's Series B
Preferred Stock and Series B Warrants, the officers of the corporation shall be and hereby are
authorized and directed, immediately following issuance of the Idaho Secretary of State's
Certificate of Amendment evidencing the effective date of the Amendment, to issue Series B
Preferred Stock certificates in the names of such persons whose subscriptions for Units are ti?fn""
on deposit or whose subscriptions hereafter are deposited in the Impoundment Account and to
deliver such certificates to the Impoundment Agent for deposit in the Impoundment Account to
be held in such account until satisfaction of the conditions set forth in the Agency Agreement
(including, without limitation, deposit of subscriptions for the minimum of 21.4 Units);
FURTHER RESOLVED that such Series B Preferred Stock certificates shall be dated
the date of such issuance and, provided that the Private Placement is successfully completed and
the certificates are delivered to the subscribers, shall bear interest from such date; and
'FURTHER RESOLVED that, if the Private Placement is not successfully completed,
the deposited Series B Preferred Stock certificates shall be returned to the corporation and
cancelled.
RESOLVED that the terms and conditions.of the form of Serie
in Exhibit "HI!, shall be and hereby are approved; and

7(3 Warrant, as set forth

FURTHER RESOLVED that the terms and conditions of the Agent's Warrant, as set'
forth in Exhibit "1", shall be and hereby are approved.
RESOLVED that, conditioned upon satisfaction of the conditions set forth in the Agency
Agreement (including, without limitation, receipt of the opinion of corporation's legal counsel
that the securities offering was conducted in compliance with federal and applicable state
securities laws), the corporation shall accept SUbscriptions for the purchase of Units of
corporation's securities consisting of 25,000 shares of Series B Preferred Stock and a five-year
Series B Warrant to purchase .77% of corporation's Common Stock (on a fully diluted basis);
and the officers of the corporation shall be and hereby are authorized and directed to issue such
Series B Preferred Stock and Series B Warrants to the subscribers upon delivery by the
Impoundment Agent to the corporation of the subscription agreements and purchase price for
Units; and.
FURTHER RESOLVED that, upon issuance and delivery of the Units-to the subscribers
by the Impoundment Agent and delivery by the Impoundment Agent to the corporation of the
subscription documents and purchase price for the Units, the Series B Preferred Stock and the
Series B Warrants so issued and delivered shall be fully paid and nonassessable; and the Series
B Preferred Stock shall bear interest from the date of issuance stated on each certificate rather
than the date of delivery of such certificate.
RESOLVED that, conditioned upon successful completion of the Private Placement of
- 1-
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corporation's Series B Preferred Stock and Series B Warrants in accordance with the terms and
conditions of the Agency Agreement, and in accordance with Section 4.1 of the corporation's
Amended and Restated Bylaws, the number of Directors of the corporation shall be increased
by one; and, pursuant to the Agency Agreement, James W. Hansen shall be appointed a Director
to the new position on the Board of Directors.
RESOLVED that, conditioned on the successful completion of the Private Placement of
the Series B Preferred Stock and Series B Warrants in accordance with the terms and conditions
of the Agency Agreement, the officers of the corporation shall be and hereby are authorized and
directed to issue to John G. Kinnard and Company, Incorporated, the Agent's Warrant,
containing the terms and conditions set forth in the form of Exhibit "I", to purchase the number
of shares of corporation's Common Stock equal to 10 % of the number of shares of Series B
Preferred Stock sold in the Private Placement (53,500 shares and 73,500 shares of Common
Stock, respectively, for the minimum and maximum offering).
RESOLVED that if, in the judgment of the corporation's officers, the Private Placement
cannot be successfully completed in accordance with the terms and conditions set forth in the
Agency Agreement, the corporation's officers shall be and hereby are authorized and directed
to negotiate with the Agent andlor with such other persons as they deem appropriate to alter or
amend the terms of the Agency Agreement (including, without limitation, the Agent's
compensation thereunder), and to place the unsold balance of the Units, the Series B Preferred
Stock and/or Series B Warrants with such persons on such terms and conditions as they deem
to be in the best interests of the corporation; provided, however, that no such arrangement shall
adversely affect the relative interests, rights and preferences of the Series B Preferred Stock and
Series B Warrants sold by the Agent in the Private Placement or to render false or misleading
any material representation made by the corporation in the Memorandum the purchasers of Units
in the Private Placement.
RESOLUTION NO. 3.2 REDEMPTION OF STATED VALUE PREFERRED STOCK
RESOLVED that, conditioned upon successful completion of the Private Placement of
. corporation's Series B Preferred Stock and Series B Warrants, the officers of the corporatiol1
shall be and hereby are authorized and directed to apply to the redemption of Stated Value
Preferred Stock, out of the proceeds of such Private Placement, $700,000 plus the full amount
of net proceeds of such Private Placement in excess of the minimum offering level of
$5,350,000, up to the full amount of the unpaid principal balance of the redemption price.
FURTHER RESOLVED that, if the Private Placement proceeds are not sufficient to
fully redeem the outstanding Stated Value Preferred Stock, the unpaid principal balance of the
redelllption price shall be paid in accordance with the terms of the January 11, 1995 letter
agreement.
:FURTHER RESOLVED that, if the Stated Value Preferred Stock is not fully redeemed,
the officers of the corporation shall be and hereby are authorized and directed to negotiate a
formal agreement implementing the January "11, 1995 letter agreement, with such provisions
modifying or clarifying the terms of the letter agreement as such .officers shall deem, in their
sole judgment, to be necessary or desirable.
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RESOLUTION NO.3 is hereby adopted by vote of the following directors at the
corporation's special meeting in Boise, Idaho on March 7, 1995. Reed 1. Taylor, R. John
Taylor, Paul D. Durant II, Daniel L. Spickler, Bruce Sweeney, AI Cooper, and Cumer L. Green
(abstaining, however, from participation in discussion and voting on Resolution 3.2).
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RESOLUTION NO.4 SUBSEQUENT TRANSACTIONS

RESOLVED that, conditioned upon closing the sale of at least 21.4 Units of the
corporation's securities (whetherthrough the Private Placement of such securities or otherwise,
provided that the net proceeds thereof shall equal or exceed $5,350,000) and upon receipt of all
necessary insurance regulatory approvals, the corporation shall contribute a $4.2 million to the
capital of the corporation's wholly-owned insurance subsidiary, The Universe Life Insurance
Company ("VUC"); and the corporation shall cause VUC to distribute its wholly-owned
subsidiary, AlA Insurance, Inc., to the corporation.
FURTHER RESOLVED that the corporation's officers shall be and hereby are
authorized and directed to confirm with the Idaho Insurance Department, if in the judgment of
such officers it is necessary or advisable to do so, the regulators' prior approval of such
distribution.
FURTHER RESOLVED that, following VLIC's distribution of AlA Insurance to the
corporation, the corporation's officers shall be and hereby are authorized and directed to
prepare, execute and file all documents and take all other lawful actions necessary or desirable .
to merge or combine AlA MidAmerica and AIA Pacific into AlA Insurance, tJ.!!. order to
consolidate licensing and other regulatory functions.
.
RESOLUTION NO.4 is hereby adopted by vote of the following Directors at a special
meeting in Boise, Idaho on March 7, 1995: ",Reed J. Taylor, R. John Taylor, Paul D. Durant
II, Daniel L. Spickler, Bruce Sweeney, Al Coopet, and Cumer L. Green.
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· RESOLUTION NO.5 GENERAL AUTHORIZATION

RESOLVED that the officers of the corporation shall be and hereby are authorized, in
the name and on behalf of the corporation, to take all such further Nawful actions and to
negotiate, renegotiate, prepare, amend, execute and deliver any or all such documents
(including, without limitation, the Agency Agreement, the corporation's promissory note payable
to Reed J. Taylor, and any of the exhibits to these resolutions) in such form and containing such
changed andlor additional terms and provisions, subject to the limitations contained in the
foregoing resolutions, as such officers with the advice of counsel may deem in their judgment
to be necessary or desirable to carry out the intent of the foregoing resolutions to effectuate the
corporation's plan of reorganization described in the Memorandum.
FURTHER RESOLVED that the taking of any such lawful actions and the execution
and delivery of any such documents by such officers shall be conclusive evidence that they
deemed such actions andlor such terms and provisions to be necessary or desirable and that the
corporation has authorized such actions and documents.
RESOLUTION NO.5 is hereby adopted by vote of the following Directors at a special
meeting in Borse, Idaho 0.11 March 7, 1995:"Reed J. Taylor, R. John Taylor, Paul D. Durant
.
II, Daniel L. Spickler, Bruce Sweeney, Al Cooper, and Cumer L. Green.
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AlA Universe Insurance Group
Dna Lewis Clark Plaza
P.O. Box 538
Lewiston,ldaho 83501-0538
(208) 799-9000 FAX (208) 746-8159

AlA Universe
July 10, 1995

AlA Services corporation Shareholders:
A special meeting ·of the shareholders of AJ;A Services Corporation
("Company") will be held on July 18, 1995, at 3:30 p.m. PDT at
company's offices at One Lewis Clark Plaza, Lewiston, Idaho, to
consider a revised plan of reorganization of the Company. As you ·
may have heard, the Kinnard offering for series B Preferred Stock
of AlA services corporation ("Company") was not successfully
completed. The offering and our agency agreement with Kinnard were
terminated in May.
We have continued discussions with various
other interested investors.

Mr. Mike Cashman and Mr. Jim Beck have agreed to purchase $1.5
million of series C 10% Convertible Preferred stock and related
Series C Warrants.
In addition, they have agreed to guarantee a
bank loan for $1 million.
Mr. Campanaro and some of his friends
may also guarantee a .bank loan to the Company or purchase Series C
Preferred Stock and Warrants. for .. an additional $1 million.
The
guarantors will receive Warrants for up to 9% of Company's Common
stock as consideration for their guarantees.
With the proceeds from the sale of the Series C Shares and Warrants
and from .bank loans we will be able "t;o reorganize the Company. The
transactions comprising the reorganization are detailed in the
enclosures. The reorganization includes the Company's purchase of
all Reed Taylor's . shares of Common stock i issuance of a 10 year
promissory note to Mr. Taylor, interest-only payable for 10 years
with the $6 million balance due at maturity and secured by security
interests in the stock and commission income of Company's operating
SUbsidiaries; discharge of approximately $480,000 of Mr. Taylor's
indebtedness to the Company; transfer of the airplanes and related
debt to Mr. Taylor; and other related transactions.
We are seeking shareholder approval of an amendment to the
Company's Articles of Incorporation to change the par value of
Company's Common stock from $1.00 to $.01 per share, to cancel all
the previously authorized Series B Preferred stock, and to increase
the number of authorized shares of Series C stock from 150,000 to
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Page Two
500,000 shares.
(This change in par value does not affect the
value of your shares.)
The Company will continue to market the
Series C Shares and related Warrants to qualified individual
investors
even after the closing of
the reorganization
transactions. The proceeds from the sale of such additional shares
of Series C Stock will be used to retire the Series A Preferred
stock held by Donna Taylor, to retire bank debt and/or to fund the
balance of the redemption price due to Mr. Reed' Taylor.
In
addition, the Company intends to borrow: an additional $800,000 from
west One Balik to payoff the First Interstate Balik note.
Under the Company's revised plan of reorganization, .the previously
approved merger with RJ Holdings will no longer be necessary.
Instead, John Taylor will receive options to purchase 475,000
shares of Common stock, and Rich Campanaro will receive options,
which will become exercisable only after certain performance goals
are met, to purchase 625,000 shares of Common Stock. Mr. Campanaro
and Mr. Taylor will execute employment agreements with the company.
Also, your shares will be split three-for-one. On a fully diluted
basis, (i.e., assuming that all presently outstanding options are
exercised), minority shareholders now own 13.4% of the Company,
excluding Reed and John's shares. After the reorganization and the
3: 1 split, the minority shareholders (other than Mr. Campanaro and
John) will own 552,000 shares which equals 21.15% of the Company
(assuming exercise of the options granted to Mr. Campanaro and Mr.
Taylor).
If all the Warrants are exercised (other than the loan guarantee
warrants) and all the Series C Preferred Shares are converted tq
Common stock, the minority shareholders' percentage of the Company
will decrease to 17.96%, based upon the minimum offering. If all
authorized series C Shares and related warrants are sold, however,
the minority shareholders' interest could ultimately be reduced to
10.58% (excluding any Warrants to .be issued as compensation for
guaranteeing the bank loans).
Because the revised reorganization plan no longer includes the
previously authorized merger with RJ Holdings,
dissenting
shareholders will not have any statutory "dissenters I right" to
liquidate their stock; and the Company does not intend to offer to
purchase any of your shares at this time.
The Company still intends to follow its business plan to market
insurance products to the agricultural commodity associations, but
will not incur any additional insurance underwriting risk.
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I have enclosed for your review several documents including:
1.

A Confidential Private Placement Memorandum dated June 1,
1995, and a Supplemental Disclosure statement which
describe the reorganization and .the proposed business
plan.

2.

Proposed Articles of Amendment of the Company's Articles
of Incorporation.

3.

A proposed amended 1989 stock option Plan.

4.

The proposed form of Series C Warrant.

5.
A form of proxy to record your vote in the event you are
unable to attend the shareholder meeting.
I urge you to support and ratify the transactions proposed in these
documents. I believe this is the best possible scenario for the
ultimate survival and continued prosperity of the Company and all
of us as shareho ers •.
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AlA SERVICES
CORPORATION
.
.

Confidential
Memorandum
.. . Private Placement
.

June 1, 1995

Offered by:
AlA Services Corporation
One Lewis Clark Plaza
Lewiston, ID 83501
(208) 799-9000

Name of Offeree
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Memorandum Number
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CONFIDENTIAL PRIVATE PLACEMENT MEMORANDUM

AIA Services Corporation
One Lewis Clark Plaza
P.o. Box 538
Lewiston, Idaho 83501
series C Preferred Shares with Warrant
$10 per Share
Minimum Purchase: 5,000 shares
AlA Services Corporation ("Companyll) is offering 500,000 shares of
series C 10% Preferred Stock (II Shares II ), each of which is convertible into
0.0000693% of Company's common stock (with certain anti-dilution protection) ,
together with a five year Series C Warrant ("warrantll) to purchase shares of
the' Company's Common Stock (IlWarrant Shares") equal to 0.0000307% of the
outstanding Common stock of the Company, on a fully-diluted basis, at the
time the Warrants become exercisable. The placement price of the Shares was
determined by the Company and is not related to the assets of the Company or
other financial criteria. There is no market for the Shares or Warrants; and
there can be no assurance that a market for such securities will ever exist
or that the Shares offered hereby can be resold. The Shares are restricted
securities and an investor must purchase the Shares offered hereby for his of
her own account and must assume the economic risk of investment for an
indefinite period of time.
-E SHARES ARE SPECULATIVE AND INVOLVE A HIGH DEGREE OF RISK AND SUBSTANTIAL
_ ... LUTION AND SHOULD BE PURCHASED ONLY BY PERSONS WHO CAN AFFORD TO LOSE THEIR
ENTIRE INVESTMENT.
(SEE "RISK FACTORS".)
TRESE SECURITIES HAVE NOT BEEN REGISTERED WITH THE SECURITIES AND EXCHANGE
COMMISSION OR ANY STATE SECURITIES COMMISSIONS, BUT ARE OFFERED PURSUANT TO
CLAIMED EXEMPTIONS FROM REGISTRATION PROVIDED BY THE SECURITIES ACT OF 1993,
ABD APPLICABLE STATE EXEMPTIONS.
Offering Price
Per Share2
Minimum Total 150,000 shares3
Maximum Total 500,000 shares 3

$

10.00

Proceeds to company1
$

10.00

$1,500,000

$1,500,000

$5,000,000

$5,000,000

1 The amount of net proceeds to the Company is before deduction of expenses payable by the
Company in connection with this offering, estimated at $150,000 excluding any broker/dealer
expenses.
2 The Company may in its discretion sell fewer than the minimum shares to anyone investor.
3 The Minimum Required Financing is 150,000 shares for an aggregate offering price of
$1,500,000.
The Company expects to receive a subscription for 150,000 Shares from an
investment group (See "Restructuring"; "Certain Relationships and Transactions"). All
proceeds from subscriptions will be held by the Company pending satisfaction of certain
conditions, including amendment of the Company's Articles of Incorporation and receipt of
Bubscriptions for the Minimum Required Financing. If subscriptions for the Minimum Required
lancing are not received by August 1, 1995, (or such date not later than August 15, 1995,
__ which the Company may agree to extend this offering), all subscription proceeds will be
refunded promptly to subscribers, without deduction of any commissions or expenses.
(See
"Plan of Distribution".)
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THIS KEKORANDUM CONSTITUTES AN OFFER ONLY TO THE PERSON NAMED ON THE COVER PAGE
HEREOF AND NOT TO ANYONE TO WHOM IT IS UNLAWFUL TO HAKE SUCH AN OFFER OR
SOT·~CITATION OR IN ANY JURISDICTION IN WHICH SUCH AN OFFER OR SOLICITATION IS
u.;
,WFUL OR NOT AUTHORIZED. THE SHARES ARE AVAILABLE FOR SALE ONLY TO PERSONS
WHO HEE'!' APPROPRIATE FINANCIAL AND OTHER QUALIFICATIONS AS "ACCREDITED
INVESTORS", ACQUIRE THE SHARES FOR INVESTMENT AND NOT FOR RESALE AND WHO 1\RE
OTHERWISE DEEKED ELIGIBLE TO P1\RTICIPATE IN THE PLACEMENT.
(SEE "INVESTOR
SUITABILITY" AND ATTACHED SUBSCRIPTION AGREEMENT.)
INTRODUCTORY STATEMENT

The summaries of the material terms of documents discussed herein are not
complete and should not be relied upon by any investor without a complete reading
of all relevant documents and a full understanding of their contents. Offerees I
or their purchaser representatives, desiring additional information about the
company, its business, this :f.lemorandum or any documents discussed in this
Memorandum should contact R. John Taylor I President of the company, during normal
business hours, at (208) 799-9100. In order to purchase the Shares, investors
and their purchaser representatives, if any, will be asked to represent that they
were given the opportunity to obtain such additional information and that they
either did so or elected to waive such opportunity. No person is authorized to
give any information with respect to the Company and its operation other than
that contained in this MemorandUm or other information furnished by the Company.
Information not contained herein or furnished by the Company must not be relie~
upon as having been authorized by the Company.
NOTICES TO POTENTIAL INVESTORS GENERALLY
IN ~ING AN INVESTMENT DECISION INVESTORS HUST RELY ON THEIR OWN EXAMINATION OF
THE ISSUER AND THE TERMS OF THE OFFERING t INCLUDING THE HERITS AND RISKS
INVOLVED.
THESE SECURITIES HAVE NOT BEEN RECOMMENDED BY ANY FEDERAL OR STATE
SECURITIES COMMISSION OR REGULATORY AUTHORITY.
FURTHERMORE, THE FOREGOING
AUTHORITIES HAVE NOT CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF THIS
DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.
rHEBE SECURITIES ARE SUBJECT TO RESTRICTIONS ON TRANSFERABILITY AND RESALE AND
~y NOT BE TRANSFERRED OR RESOLD EXCEPT AS PERMITTED UNDER THE SECURITIES ACT,
~D THE APPLICABLE STATE SECURITIES LAWS, PURSUANT TO REGISTRATION OR EXEMPTION
rHEREFROM.
INVESTORS SHOULD BE AW1\RE THAT THEY HAY BE REQUIRED TO BEAR THE
?INANCIAL RISKS OF THIS INVESTMENT FOR AN Ih~EFINITE PERIOD OF TIME.
NOTICE TO PROSPECTIVE PURCHASERS IN FLORIDA
:HEBE SECURITIES HAVE NOT BEEN REGISTERED UNDER THE FLORIDA SECURITIES ACT IN
tELIANCE UPON AN EXEMPTION THEREFROM. ANY SALE HADE PURSUANT TO SUCH EXEMPTION
:8 VOIDABLE BY A FLORIDA PURCHASER WITHIN THREE (3) DAYS AFTER THE FIRST TENDER
IF CONSIDERATION IS HADE BY SUCH PURCHASER TO THE ISSUER, AN AGENT OF THE ISSUER
IR AN ESCROW AGENT IN PAYMENT FOR SUCH SECURITIES.
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SUMMARY OF OFFERlNG

1. oe following is a summary only of certain information contained elsewhere herein about the company and the offering
and is qualified in its entirety by the more detailed infonnation appearing elsewhere herein.
The Company
AIA Services Corporation (the "Company") is an insurance holding company based in Lewiston, Idaho. Its
principal business is marketing insurance products and services to a captive market of over 450,000 ranchers and
farmers, many of whom are members of agricultural associations (IfAssociations"). The Company's current products
include group health and life insurance, individual life insurance, long term care insurance and college funding
programs. These products are marketed through two subsidiaries, AIA Insurance. Inc. (ItAIA Insurance") and AIA
Midamerica ("AIA Midamerica"), which had a total career agency force of over 300 licensed agents as of December

1. 1994.
The Company has established relationships with over 30 state and regional Associations including the
National Association of Wheat Growers ("NAWGIt). American Soybean Association ("ASN) and the National
Contract Poultry Growers Association. These Associations were formed through the common interests of their
members to promote specific segments of the agriculture industry. They are the primary recognized organizations
representing the interests of grain growers, soyoean growers and poultry growers in the U.S. The Company's
principal business is selling group health insurance to these Associations and their members and providing
administrative services for such insurance. During 1994, approximately 17,000 Association members participated in
group health programs either marketed and/or administered by the Company. Recently, the Association members
have demanded a variety of new products including disability insurance, annuities. retirement plans and mutual
funds.
The Company provides services to the Associations by acting as the marketer and administrator for
Association trusts through which group insurance programs are made available to Association members. The
Company also acts as the marketer and administrator for a non-Association trust whose participants engage in
farming, ranching or other agriculture related businesses. As part of the Company's administrative du,ties, the
Company collects Association dues through its regular customer billing procedure, thereby creating an important
link between the Company and the Associations. In return, the Associations endorse the Company and certain of
its products and services, granting the Company a unique captive market.
Until recently, the Company underwrote the products it sold through its own inslirance subsidiaries, The
Universe Life Insurance Company ("Universe Life") and Great Fidelity Life Insurance Company ("Great Fidelitylt).
However, on October 1, 1994 the Company entered into an agreement with The Centennial Life Insurance Company
("Centennial") to sell a substantial portion of its current book of group health and life insurance business to
Centennial and have Centennial assume the underwriting risk on future business. As a result, the primary focus
of the Company has shifted from insurance underwriting to marketing insurance products and services as well as
other financial products.
In conjunction with this shift of business focus, the Company is in the process of restructuring its
management, capital structure and business strategy. As part of this restructuring, the Company will acquire a
majority of the shares held by its current Chairman, Reed J. Taylor. who is retiring. A new senior management
team led by Richard Campanaro (see "Management") joined the Company January 1. 1995 and will receive a
substantial interest in the Company's Common Stock coincident with the closing of this offering and the Company's
repurchase of Mr. Taylor's shares. (See "Restructuring"). The change in ownership must be approved by state
insurance regulators; and such approvals were received in May 1995.
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Tt.- .?Jacement
Capital Stock Outstanding
Immediately After Closing
of this Offering and
Related Transactions

Securities Offered

(See "Principal and Management Shareholdings-May 1, 1995",
"Restructuring", "Management-Certain Relationships and Transactions").
Minimum:
Maximum:

150,000 Shares
500,000 Shares

Share Description Each share comprises one share of Series C 10% Preferred Stock and a five year Series C
Warrant to purchase that number of shares of Common Stock equal to 0.0000307% of the outstanding Common
Stock of the Company at the time the Warrants are exercised (assuming full dilution including exercise of all
Warrants) at an exercise price equal to the lesser of (i) 50% of the price at which the Company may sell securities
in certain Equity Offerings or (ii) the conversion rate of the Series C Preferred Stock (i.e. 0.0000693% of common
for each C Share)t or the lesser of 75% of book value per share or such Series C Preferred Stock conversion price
if the Equity Offering has not occurred within two years. Further, if such sale of Company securities has not
occurred within two years, the number of shares that may be purchased pursuant to the Warrant increases on a
compound basis by 2.5% every 90 days until the Company completes the required sale of securities. The Series C
Preferred Stock may be redeemed by the Company at any time, but must be redeemed if the Company completes
an Equity Offering. In the event the Company does not redeem the Series C Preferred Stock within two years, the
redemption price increases from 100% of the liquidation value of $10.00 per share by 5% each 180 days until
reo
ned. See "Description of Securities".

Offering Price

$10.00 per Share. The minimum purchase is 5,000 shares, although fewer shares may be sold
to any subscriber in the Company's discretion.

Offering Period

$1,500,000 minimum proceeds by August 1, 1995, subject to IS-day extension by the
Company.

Use of Proceeds
To provide capital to the Company's subsidiary, Universe Life; to redeem Series A Preferred Stock; to
redeem Company common stock; and for working capital purposes (see "Use of Proceeds").

Selected Historical Financial Data
The selected historical financial data as of December 31, 1993, 1992, and 1991 and for the three years then
ended have been derived from financial statements audited by independent public accountants. The selected financial
data as of September 30, 1994 and 1993 and for the nine month periods then ended are derived from the Company's
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unaudited interim financial statements and, in the Company's opinion, include all adjustments (consisting of normal
ar --' "'ecurring adjustments) that the Company considers necessary for a fair presentation of such data. The data
Jrth below should be read in conjunction with the Company's financial statements and notes thereto and the
st.
reports of the Company's independent public accountants.

1992(1)

1993

1991 (1)

September 30,
1993
1994

(In Thousands)
Revenues
Commissions and fees

$6,539

$ 4,594

$ 3,617

$ 4,181

$ 5,055

Net investment income

3,134

6,367

5,885

1,913

2,975

Insurance premium and Other

47,767

51,684

41,204

31,042

38,097

Total

57,440

62,645

50,706

37,136

46,127

1,648

3,102

(2,718)

69,914

64,706

82,736

63.349

64,407

6,229

4,997

3,163

4,728

6.582

Net income (loss)
Assets
Stockholders' equity (2)

(1)
(2)

1991 and 1992 are restated to reallocate the purchase price
Includes Preferred Stock.

( 792)

1,568

or a block of insurance policies acquired and then sold in 1991.

Pro Forma Financial Information and Notes
The pro forma financial information for the year ended December 31, 1993 is based on historical financial
information including appropriate adjustments assuming the agreement with Centennial Life Insurance Company
(described elsewhere herein) and the disposition of all of the Company's individual major medical business were
effective on December 31, 1992. The pro forma information for the year ended December 31, 1994 is based on
historical financial information for the nine-month period ended September 30, 1994, including appropriate
adjustments assuming the above-described transactions were effective December 31, 1993, and projected through
December 31, 1994 based on the pro forma results for the nine-month period. Management of the Company
believes the estimates and assumptions provide a reasonable basis for presenting the significant effects of the abovedescribed transactions and that the pro forma adjustments give appropriate effect to these estimates and assumptions
and are properly applied to the unaudited pro forma consolidated statements of income. The unaudited pro forma
financial information should be read in conjunction with the historical financial information included herein. The
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unaudited pro forma financial information does not purport to present the results of operations of the Company
the above-described transactions taken place on the dates indicated, nor is it necessarily indicative of the results
or operations which may be expected to occur in the future.
Year Ended December 31, 1993

Historical

Adjustments

Pro Forma

Year Ended December 31, 1994
Fourth qtr
Historical
Adjustments
projected

Pro Forma

~evenues

Commissions
and fees
Net
investment
income
Insurance
premiums
and other
Total
revenues
~eneflts and
Expenses
Commissions
Policy
benefits
General and
,.. ·...,ini~
Jve
Total
benefits
and
expenses

Net income
before
taxes
Icome taxes
umulative
!ffect of
Iccounting
:hange
Net income

$ 6,539

$ 6.693 (a)

$13,232

$ 4,181

$ 5,716(a}

$ 3,537

$13.434

3,'34

(509)(b)

2.625

1,913

(322) (b)

496

2,087

47,767

(39,859) (c)

31,042

(26,050) (c)

1,665

57,440

(33,675)

23,765

37,136

(20,656)

5,698

22,178

9,721

(2,634)(c)

7,087

5,716

(1,028) (e)

1,557

6,245

30,989

(23,777) (c)

7;212

21,109

(16,843) (e)

1,422

5,688

15,127

(6,061)(d)

11,460

(4,121)(d)

2,456

55,837

(32,472)

23,365

38,285

(21,992)

1,603
(350)

(1,203)
228

400
(122)

(1,149)

1,336

357

(436)

5,435

263
(63)

450
(142)

395

$ 1,648

*

(975)

$

673

$ (792)

$

900

*

200

(a)
Commissions on group business have historically been paid to the marketing companies by Universe
and its reinsurers with only the commissions paid by the reinsurers recognized as commission income on
a consolidated basis. This adjustment assumes that Centennial pays all group commissions during the
periods presented. Accordingly, commission income is increased to recognize commissions paid by
companies outside the consolidated group. It is further assumed that first year commissions on SBMJB
premiums are paid at 40%. No SBNUB commissions were paid in 1993 or 1994. In addition, fee income
if . 'creased to recognize administrative fees paid to the Company by Centennial.
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(b)

This adjustment eliminates investment income on investments supporting the group reserves
Imed to be transferred to Centennial. In addition, it is assumed that Universe recognized a gain of
approximately $6.7 million on the sale of its group business to Centennial to be received over a five-year
period subject to certain profitability criteria. The resulting receivable from Centennial is computed as
the present value of expected future cash flows using a discount rate of 10%. Investment income is
computed at 10% of the outstanding balance of the receivable.

(c)
This adjustment eliminates the group premiums and the individual major medical premiums from
the pro forma operating results. Corresponding adjustments were made to eliminate the associated policy
benefits and commission expenses.
(d)
The Company has incurred certain regulatory and other expenses considered to be non-recurring
and,. ac.cordingly, such expenses have been eliminated from the pro forma operating results. In addition,
certain departmental and other administration and marketing expenses are assumed to be eliminated or
reduced as a result of selling the group and individual insurance business and the resulting restructuring
of the Company.
Selected Projected Financial Infonnation

The selected projected financial information as of December 31, 1995, 1996, and 1997, and for the
three years then ending, were prepared by the Company, with significant input from the Campanaro Team
(see "Management''), assuming that the Company no longer undeIWrites the Group Universal-Health or
individual accident and health insurance business and that the Company is subject to all Centennial
!ements. While approximately 50% of the Group Universal Health business is not planned for transfer
to Centennial until mid-1995, management of the Company believes the 1995 projected net income would
not be materially affected. The projected financial information is designed to provide information for a
potential private placement investor. The projections have not been reviewed by an independent public
accountant; nor have they been prepared to be in compliance with public disclosure and regulatory
requirements. The assumptions disclosed herein are those that the Company believes are significant to
the projection. Although the Company has prepared these projections in good faith, there can be no
assurance that the projections will be realized or the results disclosed therein realized. (See "Risk
Factors".)
AIA Services Corporation
Selected Projected Financial Information
For the Years Ending December 31, 1995, 1996, and 1997
(In thousands)

1995
Revenues
Commissions and fees
Net investment income
Insurance premiums and other

N

income

1996

1997

$23,690
2,700
7,200

$37,730
2,900
7,200

$60,950
3,000
7,200

$33,590

~47,830

§71 c 150

$ 2,690

§ 4,750

§ 8,830

- 9 -
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A.c:;sumptions to Selected Projected Financial Information

Basis of accounting-The selected projected financial information was prepared on a basis consistent
with Generally Accepted Accounting Principles.

Commissions and fees represents commission income and administrative fees paid to AIA Insurance
by Centennial on the GUH Plan and on other products sold by the Company which are typically
undeIWritten by Centennial or other insurance companies. First year and renewal commissions are
typicaIly 40% and 15%t respectively. The administrative fees are 3.5% of total premiums based on the
following premium schedule:
ESTlMATED TOTAL PREMIUM REVENUE

(In Thousands)
1996

1995

GUH-new
GUH-renewal
New products-new
New products-renewal

$20,000
60,000
15,000

o

$ 25,000
72,000
35,000
13,500
$145,500

$ 25,000
87,300
75,000
43,650
$230,950

Investment income is computed assuming a yield of approximately 6.5% for all projected periods.
Insurance premiums and other represents renewal premiums on the insurance business remaining
in Universe and Great Fidelity following the transfer of the GUH Plan business to Centennial. Premium
income for the projected periods is assumed to approximate the average premiums for such business in
1993 and 1994.
Policy benefits are assumed to be 90% of premium income, consistent with prior years for such
business.

Commission expense represents commissions paid by AIA Insurance and AIA Midamerica to their
agents and is based on the following commission scale for all projected periods:
(Percent of premium income)
GUH-new
GUH-renewaI
New products-new
New products-renewal

30.0%
7.5%
29.0%
7.5%

General and administrative expenses for 1995 are expected to be consistent with 1994 to recognize
the presence of underutilized capacity. Such expenses for 1996 and 1997 are assumed to increase due to
thr ~cessity to keep marketing and administrative capacities in line with premium growth.

- 10 -
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Interest expense is assumed to be equal to the 1994 level which includes interest expense on £~ttSP.ft
'k debt of $800,000, as wen as the Series A Preferred Stock currently being redeemed. In addition,
lli ...~rest expense at 10% on the $6 million Common Stock repurchase obligation to Reed J. Taylor is
included. (See "Restructuring".) The projections do not include any interest expense for up to $2 million
in additional bank debt which would be required to complete the contemplated redemption in the event
the minimum offering is sold.
J

Income taxes-The assumed effective income tax rate of 30% recognizes the availability of net
operating loss canyforwards as well as a small life company deduction for the i:r;tsurance entities.
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RISK FACTORS

AN INVESTMENT IN THE SHARES OFFERED HEREBY IS HIGHLY SPECULATNE, INVOLYES A
GH DEGREE OF ruSK AND IS NOT APPROPRIATE FOR PERSONS 'WHO CANNOT AFFORD
>rfIE LOSS OF THEIR ENTIRE INVESTMENT. PROSPECTIVE INVESTORS SHOULD BE FULLY
AWARE OF THE FOLLOWING RISK FACTORS AND SHOULD REVIEW CAREFULLY THE
INFORMATION CONTAINED HEREIN AND ELSEWHERE IN THE MEMORANDUM

Dependence on Key Agent and Administrator Relationships
The Company's revenues are materially dependent upon AIA Insurance as the agent and
aqministrator of several trusts including the Grain Growers, Soybean Growers and Poultl)' Growers Trusts.
This subsidiary is responsible for marketing insurance programs to members of agricultural Associations
which have formed trusts in conjunction with the Company. It is anticipated that AJA Insurance will also
become responsible for maintaining the relationship with, and selecting the appropriate products from,
the insurance companies which provide products to be marketed. Tne appointment as agent and
administrator of the Grain Growers, Soybean Growers, and Poultry Growers Trusts is annually renewable
by the directors of the trusts for a three year term. Therefore, if this appointment as agent and
administrator of any of these trusts is not renewed, it would expire at the end of the third year. The loss
of these positions as trust agent and administrator could have adverse effects upon the Company. (See
"Business-Association Relationships".)
Insurance Business Risks
Although the Company has sold a large portion of its Group Universal Health business to
Centennial, its subsidiaries, Universe Life and Great Fidelity, still maintain a significant amount of
insurance in force. Profitability in the insurance industry is affected by numerous factors. Excess claims,
..
cy lapses or non renewals, fluctuations in interest rates, increased medical costs, the loss of key agents,
changes in regulatory requirements, and similar events could all have adverse effects upon the Company's
insurance business. The growth of the Company will depend significantly on its ability to attract and retain
experienced agents, particularly as it relates to the future strategy for becoming primarily a marketing
organization. Competition for such agents is great and there can be no assurance that the Company will
be able to attract or retain a sufficient number of agents to carl)' out the Company's business plan.
Competition
The insurance industry is highly competitive. Many of the Company's competitors have substantially
greater financial and other resources than the Company, and there can be no assurance that the Company
will be able to compete effectively against such competitors in the future. While the Company is the only
entity endorsed by the Associations, individual Association members may purchase insurance from any
insurance provider.

Shift in Corporate Strategy
On October 1, 1994 the Company executed an agreement with Centennial Life Insurance Company
to transfer a substantial portion of its Group Universal Health underwriting risk. This agreement, among
other things, allows the Company to focus its strategy on the marketing of insurance products because the
Company will not assume any additional underwriting risk until such time as the Company's management
determines that capital conditions and market factors warrant such actions. Through Centennial and other
insurance companies, the Company can expand its product line to include the new products sought by
P "\ciation members, including disability insurance, life insurance, annuities, retirement plans, and mutual
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funds. After the new strategy is implemented, the focus of the Company's operations will change
r
ificantIy. The success of this shift ~n focus wm depend upon the marketing skills of the Company and
h. ..... acceptance of new products in the marketplace. There can be no guarantee that the new strategy will

be successful.
New Management and Dependence on Key Individuals
To date, the Company's operations have been materially dependent upon the efforts of Reed J.
Taylor, its Chairman, and R. John Taylor, its President. On January 1, 1995, Richard W. Campanaro,
Bill Tarbart and Andrew Chua joined the Company for the purposes of building significant additional
marketing and sales programs and posturing the Company as a marketing organization. While Reed J.
Taylor will be retiring as Chairman of the Company, he will remain active as a consultant and Board
mem ber for a period of at least three years. The loss of services of any of the above mentioned individuals
could have adverse effects on the Company. It is anticipated that key person life insurance will be
main tained by the Company on these active individuals.
Insurance Regulation
The insurance activities of the Company and its subsidiaries are subject to licensing and regulation
by the jurisdictions in which they conduct such activities. Failure by the Company or its subsidiaries to
obtain or maintain such licenses would have a material adverse effect on the Company. Various insurance
laws and regulations specify allowable types and the amounts of assets held by insurers to satisfy insurance
solvency requirements. Failure of the Company to maintain adequate assets and capital by type and
amount may jeopardize the ability of the Company to offer new insurance or maintain existing insurance
policies. (See "Business-Regulation".)
Rt6ulatory Approvals Required For Change of Control
The Company will acquire the shares held by its current Chairman, Reed J. Taylor, who is retiring
(see "Restructuring"); and a new senior management team led by Richard Campanaro, which has played
an integral role in shaping current strategy (see "Management"), joined the Company on January 1, 1995.
The new management team will acquire control of the Company prior to or contemporaneously with the
closing of this offering, subject to receipt of certain regulatory approvals. Under Idaho, Indiana and
Texas insurance holding company legislation, prior regulatory approval is required for changes in control
of the Company, which is defined by the acquisition of more than 10% of the outstanding shares of
Common Stock by one or more affiliated parties. The Company received regulatory approvals in May
1995.
Regulatory Approval Required for Distribution of AlA Insurance
AIA Insurance, Inc. is presently a wholly-owned subsidiary of Universe Life. The contemplated
r-eorganization of AIA Insurance as a direct subsidiary of the Company will be accomplished by an
extraordinary dividend of the AIA Insurance stock by Universe Life to the Company, and the replacement
of the value of AJA Insurance on Universe Life's books by the Company's contribution to Universe Life
of a portion of the proceeds of this offering. Payment of an extraordinary dividend requires prior approval
of the Idaho Department of Insurance. The Idaho Department has previously approved the extraordinary
dividend of the AIA Insurance stock to the Company, based on the assumption that the transfer of the
Company's GUH business would be completed by December 31, 1994, and that the Company would
contributed $4.2 million to Universe Life. However, the Company and Centennial have subsequently
a 6 ..;d and have advised the Idaho Department that the transfer of the GUH business will be completed
as of June 30, 1995, and that the capital contribution will be reduced to no less than $1 million. Because
some of the assumptions for the Idaho Department's prior approval have changed, management of the
- 13 -
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Company may conclude that the distribution of AIA Insurance to the Company should be resubmitted to
Idaho Department for confirmation of its previous approval of the extraordinary dividend. There can
DO guarantee of such confirmation.

+1-.e

Possible Need for Additional Financing
Assuming that the Company sells the maximum number of Shares offered hereby, the net proceeds
from this private placement are expected to be sufficient to permit the Company to meet regulatory capital
requirements; and it is expected that sale of the maximum number of Shares will enable the Company to
meet such requirements and redeem its Series A Preferred Stock. If the Company's growth exceeds
expectations, or sales objectives are not achieved, or expenditures exceed expectations without a
corresponding increase in revenue, the Company may be required to find sources of financing before it
can generate the revenues required to sustain operations. Such additional financing may be sought from
a number of sources, including possible further sales of equity securities or loans from banks or other
financial institutions. No assurance can be given that the Company will be able to obtain additionai
financing from any source, on terms favorable to the Company. If the Company is able to sell additional
securities, it may be required to do so at a price that is less than the price of the Shares offered hereby.
Further sales of equity securities could result in substantial dilution to investors purchasing the Shares
offered hereby.
If the Company sells only the minimum number of shares, additional financing will be required to
complete the proposed reorganization. The Company, along with certain Board members and officers,
-has committed to obtain a loan from a commercial bank of at least $2.0 million to complete the proposed
reorganization.

.ljections
The financial projections contained herein have been prepared by the Company (including
substantial input from its new management team) and are based on assumptions stated therein that have
not been independently reviewed. In addition, the assumptions have been (and may continue to be)
affected by ongoing negotiations with Centennial concerning the marketing and administration of the
GUH business. The projections were not prepared with a view to public disclosure or compliance with
published guidelines of the Securities Exchange Commission or the guidelines established by the American
Institute of Certified Public Accountants. In addition, the estimates and assumptions underlying the
projections are subject to significant economic and competitive uncertainties and contingencies which are
beyond the Company's control, and the projections cover a period of more than one year which makes
such predictions more difficult. There can be no assurance that the projecti9Ds will be realized; and actual
results may be lower than those set forth in the projections. Because of the limitations of these
projections, investors are cautioned about placing undue reliance thereon.
~

Corporate Action Required to Authorize Securities
Neither the Series C Preferred Stock nor Series C Warrants have been duly authorized as of the
date of this Memorandum. Before this offering can be closed and the Series C Preferred Stock and the
respective Warrants can be issued, the Company's Articles of Incorporation must be amended to define
the preferences, limitations and relative rights of the Series C Preferred Stock and the respective Warrants
and to authorize the creation and issuance of such securities. The Idaho Business Corporation Act
governs the amendment of the Company's Articles of Incorporation and requires that the Company's
rd of Directors adopt a resolution setting forth the proposed amendment and directing that it be
suomitted to a vote of the Company's shareholders. The amendment authorizing the Series C Preferred
Stock and the respective Warrants must thereafter be adopted by the affirmative vote of the holders of
T
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a majority of the shares of each class of Company's stock entitled to vote thereon; provided that the
rmative vote of the holders of two-thirds of the shares entitled to vote thereon shall be required to
authorize the Warrants.
This offering will not close, the subscribers' funds will not be released to the Company and the
Shares will not be issued unless and until the Agent receives the opinion of Company's legal counsel that
the Shares C Preferred Stock and the Series C Warrants have been duly authorized and that, upon delivery
of and payment for the Series C Preferred Stock and the Warrants WiiIl be validly issued, fully paid and
nonassessable, and will conform to the description thereof contained in this Offering Memorandum.
Management believes the Company's Board of Directors will adopt the resolutions necessary to
amend the Company's Articles of Incorporation to authorized the new securities. Reed 1. Taylor and R.
John Taylor together own more than two-thirds of the outstanding shares of the Company's common stock
and are committed to vote their shares in favor of adoption of the amendment to the Company's Articles
of Incorporation necessary to authorize the Series C Preferred Stock and Warrants to be issued upon
closing of this offering. Although the outstanding Series A Preferred Stock is generally not entitled to vote
at any regular or special meeting of stockholders (except to elect one director to the Board), the consent
of the Series A Preferred Stockholder is a condition precedent to the necessary amendment, the issuance
of the new securities and related transactions.
Minimum-Maximum Offering
The Shares are being offered on a "best efforts, aU or none basis" for the first 150,000 Shares and
on a "best efforts" basis for additional Shares. SUbscription proceeds will be held by the Company during
offering period. Unless the Minimum Required Financing of $1.5 million (or 150.000 Shares) is
completed by August 1, 1995, which period may be extended by the Company until August 15, 1995, the
offering will terminate and monies received will be refunded to the subscribers without interest earned
thereon. During the offering period, the subscribers will not have the opportunity to have their funds
returned. Thus, subscribers for the Shares will lose the use of their funds during the offering.
Lack of Transferability of Shares and Warrants
Neither the Series C Preferred Stock or Warrants, nor the Warrant Shares have been registered
under the Act, or the securities laws of the various states, and such securities may not be resold unless they
are subsequently registered under the Act and such states' laws, or exemptions from registration
requirements are obtained. Tne Shares win bear a legend specifying these restrictions. As a result, an
investor must bear the risk of an investment in these securities for an indefinite period of time.
No Market for Securities; Detennination of Offering Price
There is no present market for any of the Company's securities, and there can be no assurance that
the Company will ever effect a public offering of its securities. Even if the Company does effect a public
offering of its Common Stock, there can be no assurance that any of the Shares offered hereby, or the
Warrants included, therein will be included in such public offering; and an investor may be subject to the
restrictions of Rule 144 under the Securities Act which requires that securities be held for at least two
years and imposes limitations on the number of securities that can be sold. The price of the Shares was
determined by the Company and bears no relationship to, among other things, the Company's current net
t' --ible book value, lack of earnings, net worth or financial statements. As a result, the offering price for
t ..... _ Shares should not be considered an indication of actual value of the securities offered hereby. There
can be no assurance that the Shares or Warrants offered hereby could be sold at the offering price or any
other price.
- 15 -
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1994 Operating Results
A change in insurance regulations and statutes has severely limited or disallowed Universe Life's
investment holdings in common stock of subsidiaries for meeting statutory capital requirements. This
regulatory change has limited the ability of the Company to issue new policies during 1994 and caused a
decrease in insurance premiums and commission revenues during 1994. Additionally, the Company spent
several months during the year, as well as substantial legal, accounting and actuarial fees, seeking
regulatory approvals and reapprovals of its Group Universal Plan for Health policy form and associated
statutory reserving methods. During this p~riod, new sales were severely restricted or suspended pending
the approvals. Although the Company believes these current limitations will not continue since new GUH
Plan business will be written through Centennial and all Centennial policy approvals are expected by
August It 1995, it is not known what effect this limitation on sales will have in the future.
Uncertainty Related to Health Care Reform Measures
In October 1993, the Clinton Administration submitted proposed comprehensive health care reform
legislation to Congress. The Qinton proposal was designed to overhaul the health care system to, among
other things, (i) control or reduce public and private spending on health care; (ii) provide for uniform
health insurance benefits packages and administrative efficiency in the health care system and (iii) provide
universal access to health care by 1997. Other comprehensive health care reform proposals have
subsequently been introduced by others in Congress and in State legislatures. Some proposals involve
single-payor systems. Such proposals, if adopted, could adversely affect the Company's business in the
future. Although the Company cannot predict whether any such legislative initiatives or regulatory reform
proposals-will be adopted, there can be no assurance that such initiatives or proposals will not have a
material adverse affect upon the Company. In addition, there have been a number of federal and state
1 )osals to subject the pricing of health care products and services to government control. It is uncertain
what legislative proposals will be adopted or what actions federal, state or private payors for health care
. goods and services may take in response to any health care reforms and no assurance can be given that
any such reforms will not have a material adverse affect on the Company. A change in composition of
the federal legislature and certain state legislatures in January 1995 has added to the uncertainties
regarding potential health care reform measures.
Dividend Policy
The Company has never paid cash dividends on its Common Stock. The Company's present
intention is to retain all earnings, if any, for working capital, capital expenditures, and general corporate
operational purposes. The Company does not anticipate paying cash dividends on its Common Stock in
the foreseeable future.
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RESTRUCTURING
The Offering contemplated herein is part of a restructuring of the Company that will result in a
change in management of the Company, a corporate reorganization, a shift in the Company's operating
strategy and a material change of its ownership.
On January 1, 1995, three senior level executives joined the Company. Richard W. Campanaro
assumed overall responsibility for the Company's agency operations. William Tarbart joined AIA
Insurance, Inc., a subsidiary of the Company, as chief marketing executive. Andrew Chua has assumed
the duties of chief actuarial officer of the Company. (See "Management".) Coincident with the closing
of this offering, Mr. Campanaro and the Company's current President, R. John Taylor, will receive options
to acquire company common stock. As a result of the grant of the options, the Company will acquire
employment contracts co!!1.!PJtting Mr. Campanaro and Mr. Taylor to be employed by the Company for
three years and bind them to non-competition covenants for a reasonable period of time after termination
of employment. (See "Management-Employment Agreem.ents".)
The Company will seU150,000 shares of the Company's Series C Preferred Stock for $1,500,000
to a group of investors which includes Richard W. Campanaro, Jam.es W. Beck and Michael W. Cashman.
The funds from the sale will be used to pay the down payment on the $75 million aggregate price for the
repurchase, from retiring Company Chairman Reed J. Taylor, of 500,000 of his 613,494 shares of the
Company's Common Stock. The Company will give Mr. Taylor its interest only ten-year note payable for
the $6 million balance of the repurchase price for such shares. To secure payment of the note, Company
will grant Mr. Taylor a security interest 4t the stock and commission income of its operating subsidiaries,
ading Universe Life and AlA Insurance, Inc. (See "Management-Certain Relationships and
Transactionsl " "Description of Securities-Series C Preferred Stock".)
Concurrent with the purchase of the 500,000 shares of Reed J. Taylor's common stock, the
Company will redeem Mr. Taylor's remaining common stock of 113,494 shares by transferring the
Company's aircraft to Mr. Taylor, subject to its debt of approximately $590,000, and cancellation of
approximately $480,000 in indebtedness to the Company. The Company will also transfer all interest in
the College Advantage Plan to Mr. Taylor. Mr. Taylor will receive $145,000 per year for three years as
full and final compensation of his personal interest in any renewal commission overrides due him for GUH
business sold prior to closing.
Prior to the closing of this offering, Company will obtain a commitment (t urrently expected to be
obtained from West One Bank) for a $2.0 million loan, to be partially guarantee by certain officers and
members of the Board. At least $1.0 million of the loan proceeds will be coni; uted to Universe Life,
and $800,000 will be used to' rleem Series A Preferred Stock. To the extent the proceeds of the offering
exceed $1.5 million, the amount of the bank loan may be correspondingly reduced.
Currently, the Company has two direct subsidiaries, The Universe Life Insurance Company
("Universe Life") and AIA Midamerica. Universe Life has two subsidiaries as well: Great Fidelity Life
Insurance Company ("Great Fidelity") and AlA Insurance, Inc. ("AIA Insurance"). Coincident with the
closing of this offering and as part of an agreement with the Idaho Department of Insurance, the Company
w' ~.ontribute, from the proceeds of this offering, at least $1,000,000 in capital to Universe Life, and AIA
In::.urance will be reorganized as a direct subsidiary of the Company. This reorganization is consistent with
regulatory concerns and objectives of the Company to replace AIA Insurance carrying value for Universe
Life's capital purposes. (See "Business-Regulationlf .)
AFFIDAVIT OF JOLEE DUCLOS·
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On October 1, 1994, the Company entered into an agreement with The Centennial Life Insurance
~ompany whereby Universe Life sold a substantial portion of its group health insurance business in force
1..0 Centennial, and whereby Centennial will underwrite a significant portion of the Company's insurance
products in the future. The Company intends to transfer the balance of the GUH business to Centennial
effective June 30, 1995. These agreements allow the Company to shift its strategic focus from underwriting
insurance products through its insurance subsidiaries to marketing and administering insurance and
financial products through AlA Insurance. As a result, Universe Life, which has historically undeIWritten
the Company's primary product, the Group Universal Health ("GUHU) Plan (see uBusiness-Current
Products"), will undeIWrite no new insurance risk for the foreseeable future. TIle Company may
determine, at some time, that market opportunity and capital availability support a decision to allow
Universe Life to once again underwrite insurance products; however, it has no current plans to do so.
Universe Life will remain as a subsidiary of the Company, retaining the appropriate state licenses to
operate as an insurance company and will continue to process remaining renewal business. (See "BusinessAgreements".)

Use of Proceeds
The proceeds from this offering will allow the Company to effect its reorganization. (See
"Restructuring".) Pursuant to such reorganization, a minimum of $1.0 million will be contributed to
Universe Life, the Company's subsidiary, to replace AIA Insurance as an admitted asset on the books of
Universe Ufe.(This capital contribution will be funded from the proceeds of this offering to the extent
subscriptions exceed the $1.5 million Minimum Required Financing, with a bank loan guaranteed by
certain officers and Board members funding any remaining balance of the contribution) AIA Insurance
will then be reorganized as a direct subsidiary of AIA Services Corporation. Such use of proceeds will
olve certain regulatory concerns of the Idaho and Texas Insurance Commissioners. In addition,
proceeds will be applied to redemption of the outstanding Series A Preferred Stock. If the maximum
offering proceeds are obtained, the Company's Series A Preferred Stock will be redeemed in its entirety.
The Company will use any remaining proceeds for working capital purposes ..The Company believes the
minimum proceeds allow it to implement its proposed business plan outlined herein and maintain positive
cash flow.
The following table represents the use of proceeds, net of gross commissions and estimated expenses, from
the sale of Series C Preferred Stock occurring concurrently with the closing of this offering.
Minimum Proceeds Maximum Proceeds
Capital Contribution to Universe Life
Redeem Series A Preferred Stock
Repurchase Mr. Taylor's Common Stock
Working Capital
Total
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$ 1,500,000

$ 1.500,000

$ 1,0" 1.000
1,7;' .000
1,5:"!tOOO
715,000
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BUSINESS

OVerview
AIA Services Corporation (the "Company") is an insurance holding company that engages in
business through its operating subsidiaries. The Company commenced business as a general insurance
agency and third-party administrator in 1974 and reorganized as an insurance holding company system
upon incorporation of AIA Services Corporation under the laws of the State of Idaho on December 20,

1983.
The Company's insurance agency subsidiaries are AIA Insurance, Inc. (AIA Insurance) and AIA
Midamerica, Inc. (AIA Mid america). During 1994, 17,000 families participated in the GUH Plan
marketed and/or administered by these agency subsidiaries. Most of such participants are members of the
National Association of Wheat Growers ('INAWGIf) or the .A..merican Independent Agricultural Producers
Association ("AIAPT"), with which the Company has had a relationship since 1974 and 1988 respectively.
During 1993, the Company also introduced similar insurance programs for members of the American
Soybean Association ("ASA") and the National Contract Poultry Growers Association (trNCPGAtr).
From 1974 to 1989, Association group policies marketed by the Company were underwritten by
unrelated insurance companies. From 1989 to 1994 the Company has underwritten'its insurance plans
through its two insurance companies; The Universe Life Insurance Company (Universe Life) and Great
Fidelity Life Insurance Company (Great Fidelity). The Company's principal insurance product has been
its Group Universal Health Plan, which provides health and other insurance coverages for members of the
Associations, their employees and dependents. Under the GUH Plan, the insurer issues a master policy
t
Ie trust established by an Association; and participants in the trust are issued certificates of insurance
coverage under the master policy. (See "Business-Current Products".)
On October 1, 1994, the Company entered into an agreement with The Centennial Life Insurance
Company to sell a substantial portion of its current book of GUH Plan business to Centennial and have
Centennial assume the underwriting risk on such business in the future. The Company expects to transfer
the balance of the GUH business to Centennial effective June 30, 1995. (See "Business-Agreementsll .)
As a result, the primaI)' focus of the Company has shifted from insurance underwriting to marketing
insurance products and services.
In past years, the Company has focused on developing relationships with agriculture Associations.
These relationships are beneficial to both the Company and the Associations. The Company receives third
party endorsement from the Associations and support through letters, magazine articles, and convention
recognition. The Company also receives member and potential membership lists and information.
The Associations benefit from this relationship as the Company not only collects dues at no cost
to the Associations but also, through the Company's agents, represents the Associations to prospective
members. The Company's sales professionals, each calling on dozens of farmers a week, are offering
prospective members the information and opportunity for membership in their commodity Association.
When the Associations supply brochures and incentives, the Company's agents distribute them to aU
growers contacted, even those who decline enrollment in the insurance plans. The Associations, through
fr
trust representatives, define a~d customize insurance plans for their membership; and with the size
ot l..I1e program, the Association achieves group buying power to provide plans needed by farmers, at
competitive prices.
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The relationships beween the Associations and the Company have been enhanced by the recent
Igl
nent with Centennial Life Insurance Company (see "Business-Agreements"). The Centennial
tgreement allows the Company to accomplish a number of important objectives including: (1) satisfy
'egulatory concerns of the Texas and Idaho Insurance Departments relating to capitalization of Universe
ife and its insurance reserves; (2) focus the Company's strategy of marketing to the expanded
nemberships available to it through the Poultry Growers and Soybean Growers Associations; (3) expand
he Company's product line marketed by AlA Insurance to the Associations by utilizing the products of
::entenniaI and other insurance companies; and, (4) expand the Company's marketing capabilities to 12
;ew states over the next 18 months.
:ubsidiaries
LL4 Insurance, Inc. (AM Insurance)
AIA Insurance commenced business in 1969 as a general insurance agency and has since become
fun-service third party administrator for five trusts as well. These trusts provide a vehicle for Association
lembers as well as for independent farmers, ranchers and agriculture related business persons who are
ot Association members, to obtain group health and life insurance.
The Grain Growers Association Membership and Insurance Trust ("Grain Growers Trust tf ) was
;tablished in July 1974. In 1980 National Growers and Stockmen Trust was formed to serve wheat
rowers who resided in states not serviced by the Grain Growers Trust. In 1988, the American
ldependent Agricultural Producers Group Insurance Trust was formed whereby members of local
sricultural AssoGiations not included in the Grain Growers Trust (such as the Nebraska Corn Growers
ssociation, the Tennessee Pork Producers, the Rolling Plans Cotton Growers and the Oklahoma and
ex
'?eanut Growers Associations) as well as persons engaged in agricultural related and support
lsinesses, are able to purchase group health and life insurance products sold by AIA Insurance. In 1993,
he American Soybean Association Membership and Insurance Trust ("Soybean Growers Trust") was
.tablished for members of the American Soybean Association and affiliated state Associations; and the
)ultry Growers Membership and Insurance Trust ("Poultry Growers Trust") was established for members
'the National Contract Poultry Growers Association (a federal co-operative).
.

As administrator for each of these trusts, AlA Insurance is responsible for obtaining master group
;urance policies for the trusts; investment of trust funds; payment of trust insurance premiums,
mmissions, and other expenses; maintenance of trust records; trust accounting; and assisting certificate
lders in making claims for insurance benefits. In addition, as administrator of the trusts (except the
ltional Growers and Stockmen Trust) and in conjunction with collection of premiums for its insurance
)ducts, AIA Insurance collects Association dues from members of participating Associations and remits
:h dues and an accounting thereof to the Associations.

AlA Insurance or its affiliate, AlA Midamerica, is designated as the agent of record for all
urance policies issued to the trusts, and is entitled to all insurance commissions or fees on all policies
led to the trusts. AIA Insurance has entered into Agent Agreements with over 300 persons as of

-
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P"':cember 1, 1994 who receive a non-exclusive territory and are compensated on a commission basis. AIA
. ~urance bas also designated and entered into agreements with 42 district marketing directors who are
assigned territories and are responsible for attracting and retaining agents and for generating product sales
within their districts.

AU Midamerica
AlA Midamerica is a marketing company designated as the agent of record for policies issued to
the American Soybean Association Membership and Insurance Trust and tbe Poultry Grower Membership
and Insurance Trust, wbich were established in 1993. -It is also the agent of record for policies issued to
the State of Indiana Retired Teachers Association. However, all of the Company's products are marketed
by AlA Insurance.
The Universe Life Ir..surar.ce Company (Universe Life)
Universe Life was incorporated under the laws of the State of Nevada in 1947. Universe Life was
acquired by the Company in 1986 and was redomesticated from Nevada to Idaho on December 31, 1989.
Universe Life has underwritten, primarily, a proprietary Group Universal Health insurance policy designed
to permit health insurance participants to provide flexible funding and develop cash surrender values under
certain circumstances. Because of tbe recent agreement with Centennial, Universe will no :onger be
assuming any new underwriting risk of the Association programs until such time as the Company's
management determines that capital conditions and market factors warrant such actions.

The Great Fidelity Life Insurance Company (Great Fidelity)
Great Fidelity is a stock life insurance company based in Ft. Wayne, Indiana that was founded in
2. It was purchase by Universe Life in 1991 and is primarily engaged in the underwriting and
development of long term care (nursing home) products. It is currently underwriting such products for
the Indiana Retired Teachers Association.
Business Strategy
The Company's sales are driven by specific Association endorsements. Recently, the Associations
have become very aggressive in requesting the kinds of insurance and financial services needed to protect
the health and financial welfare of their members. To date, the Company has provided primarily health
insurance plans such as the Group Universe Health Plan. As part of the Company's new strategy, it is the
objective of the Company to make available life insurance, retirement products and disability income
prod ucts to Association members and to farmers and ranchers who are eligible to become Association
members.
The Company's basic strategy is to maximize its penetration of the Association populations by
providing products needed and requested by Association members including disability income, life
insurance, retirement plans. Products such as these are generally more profitable than health insurance
as a result of the higher commission margins usually associated with these types of products. The
agreement with Centennial essentially changes the focus of the Company from insurance underwriting to
insurance marketing and generating commissions and/or fees. The Company will emphasize strengthening
existing relationships and developing new Association relationships, while establishing marketing
relationships with insurance product providers in order to most effectively provide insurance products and
!
ices to its expanding captive market of over 450,000 farmers and ranchers.
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Upon the completion of this offering and following the sale of its business to Centennial, the
mpany plans to implement the following strategies:
AIA Insurance will identify new products from independent sources, including Centennial. to sell
•
into its expanding captive market on a commission basis. The Company believes it will be able to obtain
products. such as life insurance. disability income and retirement plans from other underwriters because
the potential premium growth of this rural niche market is attractive. Insurers will be carefully selected
as product providers.
•
The Company, as marketer, will immediately begin to implement an expansion plan into those
states in which the Soybean and Poultry growers are concentrated. (See Business-Marketing Plan "). The
addition of Mr. Campanaro and Mr. Tarbart is essential to this expansion because of their experience in
nationwide marketing of insurance products and their abilitj to recruit and retain the caliber of sales and
sales management personnel required for such expansion.
o
Simultaneously, the current sales force of AIA Insurance and their compensation plan will be
restructured in order to better penetrate the market with additional products as identified by the Company
and as requested by the farm commodity Associations. The Company ?lans to structure a sales
com pensation and incentive plan that gives greater weight to new business than to renewal business, while
at the same time restructuring the vesting provisions of the agents' contracts for commissions on policy
renewals.

The geographic scope of the Company's market has become nationwide with the addition of the
, ., bean and Poultry Growers Associations. To date, the Company has marketed its health products
primarily to Association members in the western and plains states where its sales force is now
concentrated. The Company intends to increase its number of producing agents to build a national sales
presence (See "Business-Marketing Plan-Recruiting".)
Marketing Plan
The Company's objective is to increase its share of the rural market either through the Associations
or other similar organizations with which the Company may establish similar relationships. Future
expansion of Association endorsements could include cattlemen, cotton, and tobacco producer
Associations, as well as additional state endorsements from the Wheat, Soybean and Poultry Growers
Associations.
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The Company has targeted specific state Associations for the expansion of its marketing efforts.
~ ow is a table listing those Associations with the Company's estimated year of penetration:

Targeted State Association Prospects
Association

1995

Iowa
Wisconsin
Florida
Louisiana
Georgia
North Carolina
South Carolina

Soybeanl
Soybean
Soybean, Poultri
Soybean, Poultry
Soybean, Poultry
Grain,3 Soybean, Poultry
Soybean, Poultry

1996

Ohio
Michigan
Kentucky
lllinois
Delaware
Virginia
Maryland

Soybean
Soybean
Grain, Soybean, Poultry
Soybean
Soybean, Poultry
Soybean, Poultry
Soybean, Poultry

Soybean _ American Soybean Association
Poultry. National Contract Poultry Growers Association
3 Grain. National Association of Wheat Growers
I

1

Leads/Prospects Program
Associations participating in the various trusts provide AlA Insurance with the names of their
members and potential members. The Associations also pI twide AIA Insurance with an endorsement
letter of the approved insurance plans. The endorsement lei
are mailed to prospective clients prior
to contact by AIA Insurance agents. AIA Insurance agenb
. provided with lists of members and
potential members who have received these materials. The C
.:tny currently has over 450,000 names
of such potential agriculture related clients. The direct mail ad
ing and endorsements are augmented
s. Additional marketing materials will
'with advertising and articles in the Associations' national mage
be developed in conjunction with the participating state an!'
nal farm Associations as new products
are developed and marketed.

Recruiting
The Company plans to aggressively recruit producing agents to the sales force. Several steps are
being considered to enhance its ability to recruit. The Company is formulating a modified commission
structure which, when coupled with Association sponsorship and letters of introduction to potential clients
from the Associations, is intended to increase the potential for recruiting new agents and to increase
production. (See hBusiness-Business Strategy".) Moreover, the Association relationships enhance the
r
liting process because they provide prospective sales and sales management personnel with a built in
prospect population. Finally, the Company's recruiting efforts will be enhanced by the management team's
contacts throughout the insurance industry.

-
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Introduction of New Products
In the future, selling additional products to existing insureds, or cross selling. will be an integral part
ot the strategy of AIA Insurance. Two new products will immediately serve the existing Association
marketplace: life insurance and disability income. It is usually a lender requirement to have life insurance
and disability income insurance when farmers receive a line of credit or a loan. Negotiations are currently
in process to procure life products and disability products from other insurance companies. The
procurement of these products is in direct response to the Associations' desires to better serve their
members.

Finally, annuity and financial products are an important consideration for the farm and ranch
market. Farmers have significant assets to protect and require estate and financial planning. The Company
is uniquely positioned to introduce these financial and insurance products to the Associations' members.
Current Products
The Company has in the past specialized in providing a group major medical program for
Association members. The product, called the GUH Plan, is a major medical program which includes
features such as premium levelization, flexible deductibles and incidental life insurance benefits.
Generally, comprehensive major medical rat;'!s tend to increase each year due to claim experience, health
care costs and inflation. The GUH Plan, however, is designed to levelize premiums for as long as possible.
This new concept greatly benefits the certificate holder; and in the face of inflation of health care costs,
the GUH Plan has provided a viable alternative to traditional plans.
The GUH Plan is comprised of three principal types of insurance benefits: comprehensive Major
1 Iieal Benefits, Survivor Income Benefits, and the Supplemental Benefit Accumulation CUSBAI!) or
"Universal Benefits" ("UB") as it is called in later forms of the GUH Plan.
Comprehensive Ma;or Medical. The GUH Plan's Comprehensive Major Medical Benefits
provide reimbursement of specified medical expenses incurred by a participant.. The expenses
covered are those generally covered under "major medical" health insurance policies and are
generally subject to the same limitations, exclusions and co-payment requirements provided under
such insurance policies.

As is typically the case with such coverages, major medical expense reimbursement under
the GUH Plan is subject to a deductible. Participants are offered a choice of deductibles for the
first policy year. Each year thereafter, the deductible amount increases by a fixed amount, up to
an administratively set maximum. A participant may choose not to take this automatic increase in
the deductible by paying an additional premium which is actuarially equivalent to the difference
in deductible amounts.
Survivor Income Benefits. The GUH Plan's Survivor Income Benefits provide scheduled term
life insurance coverage on the life of the participant, with a death benefit being payable to the
participant's designated beneficiary.
Supplemental Benefit AccumulationfUniversal Benefits C'SBAfUB"). The SBNUB provisions
of the GUH Plan were designated to address the two major problems of the health insurance
industry: (a) escalating premiums; and (b) poor persistency among participants. Over the past
decade, medical costs have inflated dramatically, causing premiums for health insurance to increase
significantly faster than prices of other consumer goods. As a result of escalating premiums,
-
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persistency of group health insurance plans has typically been low among the healthier members
of the group who tend to jump in and out of the group depending on the current year's premium
and the availability of price-competitive products. This tendency of healthier members to price shop
and withdraw from the group, thereby leaving a higher percentage of less healthy members in the
group, is a process known as "adverse selection." This phenomenon results in magnification of rate
increases induced by medical cost inflation as the overall health of the remaining group population
deteriorates, which in turn causes more of the healthy group members to withdraw, the overall
health of the remaining group to decline, and rates to increase even further. Adverse selection thus
results in an "assessment spira!'! of increasing premiums.
The GUH Plan uses a "levelized" or Itstabilized" premium concept to solve these two linked
problems. The GUH Plan design previously involved cash accumulation in the SBA to reward
persistency and to fund the "levelized" premium benefit and, on the other hand, imposition of
surrender charges against withdrawals of accumulated cash value to discourage lapses. More recent
forms of the GUH Plan eliminate surrender charges and provide for scheduled cash values known
as Universal Benefits. The SBA/UB, an integral part of the insurance contract, is designed as a
premium stabilization accumulation fund to stabilize escalation of premiums due to inflation of
health care costs. In order to provide level premiums, premium stabilization accumulation funds
are present in all non-cancelable and guaranteed-renewable health insurance, as well as disability
and whole life policies. The difference between Universe Ufe's SBA/UB and the typical premium
stabilization accumulation fund is that Universe life allows insureds to determine the timing and
amount of application of an allocable portion of the premium stabilization accumulation fund in
light of their own particular financial and health circumstances. The GUH Plan allows insureds
to apply amounts credited to the SBNUB to offset premium increases and, in the event of claims,
to cover medical expenses otherwise subject to the deductible. The amounts credited to the
SBNUB are therefore available to insureds as a policy benefit to offset premium increases or to
cover actual medical expenses otherwise subject to the deductible.
Association Relationships
AIA Insurance receives exclusive endorsements by the Associations as the approved agent of record
and third party administrator. This endorsement to Association members gives AlA Insurance a captive
market (currently over 450,000 farmers and ranchers) from which to solicit the sale of its products.
Members of the Associations have demonstrated an affinity for such Association endorsed products and
services. Because the r '1ationships with Associations have proved successful the Company will expand
through the anticipated :velopment of additional agreements with other agricultural related organizations.

The Company ,nd certain of its products are endorsed primarily by the following three
Associations:
National Association of Jt1teat Growers
AIA Insurance has had a 25 year relationship with state wheat growers associations, which are
affiliates of the National Association of Wheat Growers. This relationship has been integral in building
the Company's program. While endorsements began with state Associations, the Company and the
program is now endorsed by NAWG, which has 65,000 members out of approximately 350,000 wheat
p""'wers in the United States. Although wheat is grown nationwide, it is a primary crop in 18 western
:.. .es. AIA Insurance is endorsed by 15 of the 18 active state Associations as well as the National
Association; and AlA's prospect list includes 278,030 wheat growers. Approximately 30% of its active
me1f1bership participates in the program by purchasing insurance from the Company.
- 25 -
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American Soybean Association
This relationship began in the spring of 1993. AIA Insurance was selected through a competitive
y. -,cess because of its customized products and its dues collection services. There are approximately
440~OOO soybean growers in 25 states, of which 32,800 are currently ASA members. AIA Insurance
currently bas the endorsements of the national association and 12 state associations; and AIA's prospect
list includes 206,641 soybean growers. Thus far, only 5% of active members participate in the Company's
programs.
N atwnal Contract Poultry Growers Association
This relationship began in the fall of 1993. There are approximately 72,000 poultry growers in 16
states, of which 3,500 are NCPGA members. Poultry growers are different from the typical wheat or
soybean grower. They require fewer acres (as little as five), have lower gross incomes, and often have
other jobs to supplement their household income, making their insurance needs more diverse. Of the
three states currently penetrated by the Company, about one-third of the approximately 2,500 active
members are participants. AlA's prospect list includes 27,930 poultry growers.
Additional Associations
In addition to being agent of record for the three major national Associations, AlA Insurance is
also the agent of record for the Rolling Plains Cotton Growers, Oklahoma and Texas Peanut Growers,
Nebraska Corn Growers, and the Tennessee Pork Producers. AIl are state commodity Associations
specializing in specific crops. AlA's prospect list includes 53,318 of these specialty commodity growers.
Members participate in the Company's-insurance plans offered through .A..merican Independent
Agricultural Producers Group Insurance Trust.
L ... ~nts
Virtually all the current participants in the Company's insurance programs are individuals who work
directly in farming or agricultural-related industries. The average certificate holder is 43 years old and
has 2.2 persons insured on each health certificate. Over 95% of the group universal health coverage is
sold to individual families without employees.

Agreements
Associations
Administrative agreements with the Grain Growers, Soybean Growers and Poultry Growers Trusts
provide that AIA Insurance may be replaced as the administrator of the trusts by the Board of Directors
of the trusts upon three years notice. Upon termination, the Company will no longer collect dues, and
no other competing insurance products may be endorsed by the Associations for two years thereafter. The
other Trust Agreements do not contain specific provisions with respect to replacement of the
administrator.
In addition to administrative agreements with the trusts, AlA Insurance has administrative
agreements with the insurers of policies written to the trusts, under which it is compensated for
administrative services, such as risk selection and claims adjudication, rendered to those insurers. The
trusts also receive an annual administrative allowance from the insurers who write group insurance for the
trust. The exact amount of this allowance depends both on the total amount of the annual premium and
pen;istency levels, which are percentages based on the number of individuals who retain their coverage
y
after year. AIA Insurance also is entitled to interest earned on trust fund deposited pending their
utilization.
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7he Centennial Life Insurance Company
Effective Oct. I, 1994, AIA Insurance entered into various agreements with The Centennial Life
Insurance Company, pursuant to which Universe Life is selling its GUH Plan business and through which
AlA Insurance will continue to market and administer health products for the Associations ("Centennial
Agreement,,). Under a transfer agreement and related reinsurance agreements, Universe Ufe is
transferring a substantial portion of its GUH Plan underwriting risk to Centennial for consideration with
an expected present value of $4.9 million, subject to the profitability of the existing business. The
Company also will receive a profit sharing incentive equal to 25 % of the profit on new business sold by
AIA Insurance. The Company transferred approximately 44% of its GUH business (once the transfer is
completed) to Centennial at December 31, 1994, and expects to transfer the balance effective June 30, 1995, pursuant to a reinsurance agreement currently being negotiated. The terms of the new reinsurance
agreement may affect the assumptions used in the Selected Projected Financial Information.
Under an administrative services agreement with Centennial, Centennial appoints AIA Insurance
to perform certain billing, accounting, record keeping and other functions pertaining to the general
administrative duties relating to all policies issued by Centennial to the trusts. The annual compensation
of AIA Insurance under these administrative agreements is an amount equal to 5 % of earned premiums
on policies issued to the trusts and 0.5 % of the average reserve values in the supplemental benefit and
the flexible premium annuity funds under policies issued to the trusts. Also, AlA Insurance receives an
annual fee ranging from $ 25 to $ 85 for each certificate issued to a policy participant and up to a $ 5.00
fee per billing for each time AlA Insurance is required to prepare and transmit premium due statements
either by mail or electronically.
AIA Insurance is also appointed as the agent of record for certain trusts and as general agent for
insurers on all policies issued by any insurance company to the trusts. Under a marketing agreement with
Centennial, AlA Insurance receives commissions equal to 40% of the first year's premium. Commissions
payable on renewals equal 15% of premiums paid for health, life and accident policies issued to the trusts,
excluding premiums for the Universal Benefits and Supplemental Benefits.
Regulation
Insurance companies including Universe' Life and Great Fidelity are subject to cOI;nprehensive
regulations by state insurance directors or commissioners in the jurisdictions in which they do business.
Such regulations relate to, among other things, prior approval of the acquisition of a controlling interest
in an insurance company; standards of solvency which must be met and maintained; licensing of insurers
and their agents; the nature of and limitations on investments; deposits of securities for the benefit of
policy holders; approval of policy forms and premium rates; annual and other reports required to be filed
on the financial condition of insurers and for other purposes; requirements regarding reserves for
unearned premiums, losses, and other matters; and minimum benefits and loss ratios for health insurance.
The National Association of Insurance Commissioners ("NAIC") has, in recent years, taken an
active role in developing standards for regulation of insurance companies and has effectively required
states to conform to such standards. The NAIC is a voluntary association of state insurance regulators
which, despite its leading role, is not accountable to any federal or state legislative body. The NAlC is not
required to allow insurance company representation in any of its deliberations; and there exists no
r '.edure for appeal of its decisions. Among the NAIC's new requirements for insurance companies is
a ......... erence to the NAIC's risk-based capital ("RBC") rules, which are described in detail in the notes to
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the Company's financial statements. The NAIC has recently taken an increasingly consumer-oriented
'\
'Point. Future regulatory requirements imposed by the NAIC, particularly in the area of health
insurance reform, could adversely affect the Company's business.
The domestic state insurance regulator is required to periodically conduct financial and market
conduct examinations of an insurer. The last examination of Universe Life was conducted jointly by the
Idaho, Nevada, and Texas insurance departments. It was initiated in September 1993 for the two year
period ended December 31, 1992; and, although the examination report has yet to be issued, the examiners
proposed significant accounting changes which would have been detrimental to Universe Life, as follows:
The examination proposed that the valuation for statutory accounting purposes of AIA
Insurance, currently a subsidiary of Universe Life, common stock be reduced from its cost basis to
its GAAP book value, net of all deferred acquisition costs. This proposed adjustment would cause
a $5,706,713 write down of the carrying value of AIA Insurance.
The examiners proposed that the aggregate reserves for the GUH Plan be increased from
$13,848,500 to $18,511,137 on an aggregate basis, before reinsurance credits. The Company's
reserves equal the estimated present value of future policyholder liabiljties. The examiners'
proposed reserves equal the maximum policy liability. This adjustment would have had the effect
of reducing the Company's capital and surplus by a corresponding amount.
Based on the proposed examination adjustments to Universe Life, the Texas Department of
ID!'urance ('WI") issued an ex parte cease and desist order against Universe Life in March 21, 1994,
s,
!nding Universe Life's ability to conduct business in Texas.

As a result of the cease and desist order, Universe Life has been subjected to a show cause order,
suspension hearings, and other administrative actions in several other states. At the present time,
Universe Life has agreed to suspend new sales in Alaska, California, lllinois, Nebraska and Washington,
on a voluntary basis, until the valuation of its investment in AIA Insurance stock and any other
examination issues are settled. In addition, Universe Life voluntarily allowed the suspension of its
certificate of authority in Mississippi, Oregon and Utah pending resolution of the examination issues.
Historically, the amount of business done by the Company in such states (other than Nebraska and
Oregon) has not been significant. The Company expects that the contribution of offering proceeds to
Universe Life and the reorganization of AIA Insurance as a direct subsidiary of the Company will result
in lifting of such suspensions.
The Company has negotic.. -1 the settlement of the TDI cease and desist order; and by Consent
Order issued on October 10, 1994.
earlier cease and desist order was superseded. TDI abandoned the
proposed adjustments for increased resc.rves,; am.!il lit ¥,pr.o;v.e.ci the reserves and r.eseJ"YiJl~g Ju.elQ...o.&l.pJP.w ,p.f
Universe Life at esseH6aBytbe levels ~h'y~fusuraD\re~.sat§fettttb'Ilfiifnl' Ifibdiilcati61iS
proposed by an independent actuary retained'l;y1T1Dfto review the Company's reserving method. As part
of the October Consent Order, Universe Life agreed to modify its reserves, if necessary, by year end 1996.
The Company believes changes in the aggregate health and accident reserves will be imm;;terial. In
addition, Universe Life agreed in the Consent Order to reduce the carrying value of its investment in AIA
In' :mce stock to GAAP book value by December 31, 1996. TDI approved the sale and transfer of the
GLai Plan business to Centennial as proposed by the Company.

-

28 -

AFFIDAVIT OF JOLEE DUCLOS

AIA0028043

Although the examination report has not yet been issued, Universe Life has also reached an
.ement with the Idaho Insurance Department concerning the principal examination adjustments
proposed by the examiners. The Idaho Insurance Department will not require Universe Life to record
any adjustments to the value of its investment in its wholly-owned subsidiary, AlA Insurance, Inc., or to
the amount of its SBNUB reserves as of December 31, 1993. The carrying value of AIA Insurance, Inc.
will be adjusted to GAAP book value, including deferred acquisition costs, at July 1, 1995; and the
Department will permit the Company to make the required reserve adjustments ratably, on a quarterly
basis beginning with the third quarter of 1995 and ending December 31, 1996, in accordance with the
Texas Consent Order.
The Idaho Insurance Department has approved Universe Life's sale of its GUH Plan business to
Centennial and has granted approval of the admission of the gain on this transaction as an asset on the
insurer's books and the methodology for determining the v::llue of that asset, conditioned upon realintion
of future cash flows as anticipated.

Legal Proceedings
In August 1993, judgment was entered against Universe Life in Texas for $72,000 actual damages
and $500,000 exemplary damages in connection with a denied medical claim. An appellate court reduced
the exemplary damage award to $300,000. Both parties have requested review by the Texas Supreme
Court.
The Company and its subsidiaries are not parties to any other legal proceedings outside the
orclinary course of the Company's business or to any other legal proceeding which, if adversely dete.rmined,
.d have a material adverse effect on the Company or its business.
v
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MANAGEMENT
Directors and Executives
The following table sets forth certain information with respect to each of the persons who are
anticipated to be directors and executive officers of the Company upon the closing of this offering.
Position (5)
R. John Taylor
Richard W. Campanaro
Reed J. Taylor
Nfichael W. Cashman
Bruc..e Sweeney
Albert E. Cooper
Cumer L Green
William Tarbart

Chairman of the Board and Director
President, CEO and Director
Director
Director
Director
Director
Director
President and Chief Marketing Officer, AIA
Insurance, Inc.
Executive Vice President
President, The Universe Life Insurance
Company & Great Fidelity Life Insurance
Company, and Executive Vice President, AIA
-Services Corporation
Vice President and Secretary
Vice President of Finance and Treasurer

45

52
58

45
- 63

60
53
46

Andrew Chua
Paul D. Durant II

40

Dan L. Spickler
Rick L Johnson

46
39

63

The Company has assembled an experienced management team that will be augmented by the
addition of Richard W. Campanaro, William Tarbart and Andrew Chua (the "Campanaro Team") who
have extensive experience in managing and growing insurance marketing companies. The Company's
management can, and has, developed new products unique to the industry; reviewed and completed
strategic acquisitions and successfully organized the Company to administer the business for the benefit
of the farm Associations, policyholders, employees and shareholders. With the addition of the Campanaro
team, and the sale of the current underwriting risk to Centennial, the Company believes. it is postured for
growth.
Board of Directors and Officers
The Company's Board of Directors currently consists of seven persons, three of whom are not
employees of the Company or any of its subsidiaries. Upon completion of this offering, it is contemplated
that the Board will be expanded to nine members, and will include Reed J. Taylor, R. John Taylor,
Richard W. Campanaro, Michael W. Cashman, Cumer L Green, Bruce Sweeney, Albert E. Cooper and
a representative appointed by the Agent.
R. John Taylor has served in the positions as Secretary, Treasurer and President of the Company
since he and his brother, Reed J. Taylor founded the Company in 1983. Mr. Taylor has been largely
responsible for establishing and maintaining the relationships with the Associations. Mr. Taylor will serve
r "':hairman of the Company. He serves as a director of The Washington Water Power Company of
~pvkane, Washington. Mr. Taylor is a licensed attorney and has been engaged in the insurance business
since 1976.
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Richard W. Campanaro has been in the insurance business since 1966, most recently as Chairman
1 C.E.O. of Tandem Financial Group, a former joint venture of The Equitable Life Assurance Society
and Merrill Lynch. (Merrill Lynch acquired 100% of the Tandem Financial Group in 1990 and now
operates it as part of the Merrill Lynch Insurance Group in Jacksonville, Florida). Mr. Campanaro joined
Tandem in 1985 when it was founded. Along with the management team he established, Mr. Campanaro
grew Tandem to $4.5 billion in premium revenue by the time of his departure in 1990. From 1990 to
1994, during the period of his non-compete agreement with Tandem, Mr. Campanaro worked on a number
of different insurance related projects as a consultant. Mr. Campanaro was Executive Vice President of
Liberty Life Insurance Company, Greenville, S.C., from 1979 to 1985 and prior to that occupied various
sales and management positions with Metropolitan Life Insurance Company from 1966 to 1979.
Reed 1. Taylor has served as Chairman, President and Director for the Company since he founded
the Company with his brother, R. John Taylor, in 1983. Mr. Taylor . .vas also the founder and President
or Chairman of AIA Insurance from 1969 to present. Mr Taylor has been actively engaged in the
insurance business since 1964 and is currently licensed as an insurance agent in several states.
Michael W. Cashman has been in the insurance business since 1972 when he joined E. W. Blanch
Company, a reinsurance brokerage firm which has grown to become the largest independent reinsuranc
brokerage firm in the United States. Until his recent retirement, Mr. Cashman served as President, ChieL
Operating Officer and Director of E.W. Blanch Holdings, Inc., a professional reinsurance services firm
providing reinsurance brokerage and reinsurance risk management services. In addition, Mr. Cashman
- was chairman, Cnief Executive and Director of E.W. Blanch Company. Mr. Cashman is a member of the
International Insurance Society, was one of two founders of the Chair of Insurance at the University of
Thomas, and has served on its advisory board. Additionally, Mr. Cashman is a trustee on the Board
of the University of St. Thomas.
Bruce Sweeney has served as a Director of the Company since December, 1988. During the past
11 years, he has been engaged in the construction contracting and land development business. He had
previously served on the boards of several corporations, including Pacific Empire Life Insurance Company.
In addition to business interests, Mr. Sweeney serves as minority leader of the Idaho State Senate.
Albert E. Cooper became a Director for Great Fidelity Life Insurance Company and The Universe
Life Insurance Company and the Company in November 1993. He is currently President of two financial
consulting services, A.E. Cooper Associates and Greenwood Financial Services. Mr. Cooper has an
extensive insurance background. He was employed by the Indiana Dr 'timent of Insurance from 1976
to 1980, where he was Chief Auditor, promotpd to Chief Deputv
Iter appointed by the Governor
as Commissioner of Insurance in 1980. Therr
\1r. Cooper w:.
Jyed in senior executive positions
with the National Association of Mutual I.
Companies,
tnformation Services, HealthPlus
HMO, and Indiana Insurance Companies.

Cumer L. Green became a Director of the

CoIT~pany

in 1994, elected by the Series A Preferred
Shareholder. Mr. Green is a certified public accountant and has been an attorney since 1969.

William Tarbart has been in the insurance business since 1970 and since 1990 has served as a
( .ultant to such companies as Protective Life Insurance Company of Birmingham, Alabama and Florida
tUjsicians Insurance Company. He began his career with the Equitable Life Assurance Society and
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remained with them until joining Mr. Campanaro at Tandem Financial Group with responsibilities
:
uding product design, pricing, marketing and sales. Mr. Tarbart will became President and Chief
M.arketing Officer of AIA Insurance, Inc.

Andrew Chua has a Masters in Actuarial Science from Georgia State University and has been in
the insurance business since 1978, serving in various capacities with CIGNA, Phoenix Mutual life
Insurance Company, Sun America Corporation and Tandem Financial Group. With Tandem, Mr. Chua
was primarily responsible for annuity product development and the monitoring of the investment portfolio.
He has developed specialized software for investment portfolio management, insurance company tracking
software and pricing systems.
Paul D. Duran~ II has served as executive vice president and a director of the Company, as
president and a director of Universe Life since 1987, and as a director of Great Fidelivj since 1990 and
~ president since 1994. Mr. Durant is a certified public accountant engaged in the insural;1ce business
since 1965. He has maintained senior executi"e positions with The Sentry Insurance Companies,
Southland Life Insurance Company of Dallas, Texas, and American Investors life Insurance Company of
Topeka, Kansas. He also serves on the Board of Directors of the Council for Affordable Health and the
National Alliance of Life Insurance Companies.

Daniel L. Spickler holds the offices of Vice President and Secretary for the Company and its
affiliates, and serves as General Counsel for the entire holding company system. He has been employed
by the Company since 1988. Prior to his association with the Gompany, Mr. Spickler practiced law in
Idaho for seven years. Mr. Spickler is a member of the Idaho State Bar Association, American life
I
rance Counsel Association, and National Association of Corporate Secretaries.
Rick L lohnson has served as Vice President of Finance and Treasurer of the Company since 1989.
He began his career in public accounting in 1980 with Arthur Andersen & Co. where he served insurance
companies, banks and savings and loan associations. Mr. Johnson is a Certified Public Accountant and
a member of the American Institute of Certified Public Accountants.
Director Compensation
It is the Company's policy to pay a fixed fee of $1,000 for each calendar quarter to each director
and $300 to any employe( <)r director for each Board Meeting attended It is also the policy of the
Company to reimburse all
'~ctors for expenses incurred in attending'
,tors meetings.
;-:;;tock Option Plan
The shareholders and L
"f the Company have ado;
'89 Stock Option Plan for key
'mployees ofthe Company an
iiaries. Under the Plai
.on price may not be less than
the fair market value of the CoUlHlUil vlv'<:k of the Company QI:l the date on which an optiou J~ ,$t@le.d.
However, options may be granted to emplQ~:e% wli~ 10~ ~re than 5% oM. ~"s 6'(I'tsfcfIld'llfg'
Common Stock only at an option price Whl0h.l% e.l t~f jlfl% of the fair market value of the Common
Stock on the date the option is granted. The Plan provides that no option granted thereunder may be
exercised more than ten years after the date it was granted. The Plan has reserved for issuance 1,200,000
shares of <;ommon Stock of the Company, but no options have yet been granted under the Plan. The
Cc--uany intends to increase the reserved shares to 1,500,000.
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F---- {lloyment Agreements
R. John Taylor and Richard W. Campanaro will enter into employment agreements with the
Company prior to closing of this offering. Although the terms of the agreements remain to be negotiated,
they will include commitments by Messrs. Taylor and Campanaro to be employed for at least three years
and non-compete agreements for a three-year period after termination of employment. During 1995, Mr.
Taylor will receive a base salary and other employee compensation of $225,000 to $250,000. Mr.
Campanaro will receive a base salary and other employee compensation of $200,000 to $225,000. The
other officers of the Company will receive a base salary and compensation of 40% to 75% of Mr.
Campanaro's base salary. All offlcers will also receive that Company's standard health insurance, paid
vacation and other employment-based benefits that all employees of the Company receive. Mr. Taylor
received total compensation and taxable employee benefits of $305,322 in 1993 and $249,624 in 1994 from
the Company. Mr. Campanaro did not receive any compensation in 1993 or 1994 from the Company.
Seven employees of the Company, including R. John Taylor, Paul D. Durant II and Rick L
Johnson, who are directors and/or officers of the Company, are each entitled to receive a termination
severance payment from the Company in the event such person is terminated as an employee of the
Company for any reason other than for cause or upon reaching normal retirement age. The severance
payment for the seven employees, except Mr. Durant and Mr. Johnson, would be 50% of the person's
salary for the year prior to such termination plus the same amount for each five years that the person was
eIIlployed by the Company. The maximum severance payment would be twice the person's salary for the
year prior to termination. These severance pay provisions may be canceled upon the approval of a
majority-of these seven employees of the Company if a stock option plan is implemented which provides
o ........ ons to these persons with a value comparable to their severance benefits. Mr. Durant's termination
s
,ranee payment would be nine months salary. Mr. Johnson's severance payment would be six months
salary.
The Company has entered into various agreements with Paul D. Durant II, Executive Vice
President of the Company, under which Mr. Durant has the option to purchase 32,127 shares of Common
Stock at $1.23 per share. These options were granted between November 11, 1987, and September 14,
1993, based upon the Company's attainment of Net Income targets during the period. No stock has been
issued under this agreement.
Certain Relationships and Transactions
Since 1989, all transactions between the Company and any officer, director, or controlling person
of the Company or any affiliate of any such person have been required to be approved or ratified by a
majority of the disinterested outside directors of the Company.
Sale of Series C Preferred Stock and Warrants Pursuant to Investment Agreement
Michael W. Cashman, James W. Beck, and Richard Campanaro will purchase 150,000 shares of
Series C Preferred Stock and Series C Warrants for $1,500.000. Such Series C Preferred Stock has the
same terms as the other shares of Series C PreMed Stock offered herein. However, Mr. Taylor and Mr.
Campanaro have agreed to elect Mr. Beck (if he so desires) and Mr. Cashman to the Board through a
voting agreement, if not already so elected by the Preferred shareholders. As directors, Messrs. Beck and
Cashman wIll receive Warrants equal to 6% of the Company prior to an Equity Offering. In addition,
1\T ~rs. Beck and Cashman have agreed to guarantee a bank loan of $1 million for the Company in the
ey".tlt less than the maximum offering is sold. As compensation for the loan guarantee, they may receive
additional Warrants for up to 9% of the Company. These Warrants, as a compensation for the loan, will
be at a nominal price.
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Redemption of Donna Taylor's Series A Preferred Shares
Donna Taylor owns 18S,250 outstanding shares of Series A (Stated Value) Preferred Stock that are
currently being redeemed over 10 years at their stated value of $10.00 per share plus interest. (See
ITDescription of Securities-Series A Preferred Stock),'. The Company will pay $700,000 from a bank loan
or from the proceeds of this offering (to the extent the offering proceeds exceed $2.S million) and
$100,000 from its working capital in connection with the redemption of the Series A Preferred Stock. In
addition, to the extent the offering proceeds exceed $3.2 million, the Company will use such net offering
proceeds to redeem the Series A Preferred Stock up to the full amount of the unpaid principal balance
of the redemption price, estimated to be $1,8S0,000 on May 1, 1995. Any unpaid principal balance of the
redemption price will be paid in monthly installments based upon a ten-year amortization at prime rate
plus 1f4%. (See "Summary of Offering- Use of Proceeds", ITRestructuring".)

Redemption of Reed J. Taylor's Common Stock
Simultaneously with the closing of this offering, the Company will enter into an agreement with its
principal shareholder, Reed J. Taylor, to repurchase SOO,OOO shares of Common Stock for $15 per share,
or $7.5 million in the aggregate. The Company will use the $1.5 million proceeds of the sale of Series C
Preferred Stock and Series C \Varrants for the down payment for such repurchase. The 500,000 shares
of Common Stock will be retired to treasury; and the Company will give Mr. Taylor its interest only tenyear note payable for the $6 million balance of the repurchase price for such shares. Principal payments
on this note will be subordinated to principal payments to redeem the Series A Preferred Stock. To
secure payment of the note, Company will grant Mr. Taylor a security interest-in the stock and commission
iP"-ome of its operating subsidiaries, including Universe Life and AIA Insurance, Inc.
Concurrent with the purchase of the SOO,OOO shares of Reed J. Taylor'S common stock, the
Company will redeem Mr. Taylor's remaining common stock of 113,494 shares by transferring the
Company's aircraft to Mr. Taylor, subject to its debt of approximately $590,000, and cancellation of
approximately $480,000 in indebtedness to the Company. The Company will also transfer all interest in
the College Advantage Plan to Mr. Taylor. Mr. Taylor will receive $145,000 per year for three years as
full and final compensation of his personal interest in any renewal commission overrides due him for GUH
business sold prior to closing.
.

I nd emnification
The Company's Article~ f Incorporation, as amended (IfArticles of Incorporation provide for
'irectors, officers, em' 'yees and agents to the fullest extent permitted
indemnification of the Compai
loy law. Insofar as indemnifica
..• biIities uno"
,ecurities Act may be permitted to directors,
officers or controIIing persons
·.-.'npany F ' . H"', -0 the Company's Articles of Incorporation,
Bylaws and the Idaho Business Corporatio--4 Act! tlJC C(;mp,any has been informed that in the opinion of
the Securities and Exchange Commission suoh ifi6tsillnificat~ is ~ jpUblit: ~ as ~.r~ §udi'
Act and is therefore unenforceable.
lf
),

m

As permitted by the Idaho Business Corporation Act, the Articles of Incorporation provide that
directors of the Company shall not be personally liable to the Company or its stockholders for monetary
d
"lges for breach of fiduciary duty as a director, except for liability (i) for any breach of the director's
dll~.f of loyalty to the Company or its stockholders, (ii) for acts or omissions not in good faith or which
involve intentional misconduct or a knowing violation of law, (iii) under Section 30-1-48 of the Idaho
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Business Corporation Act, relating to prohibited dividends or distributions or the repurchase or
emption of stock or (iv) for any transaction from which the director derives an improper personal
benefit. As a result of this proVision. the Company may be unable to obtain monetary damages from a
director for breach of his or her duty of care.
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PRINCIPAL AND MANAGEMENT SHAREHOLDINGS
'J.lle following table represents the fully-diluted l equity capital structure of the Company as if the offering
and the concurrent sale of Series C Preferred Stock were completed, and shares of Series A Preferred
Stock were redeemed.
Maximum Offering
Minimum Offering
Shares
Shares
Percentage
Percentage

Preferred Stock
Series A'1.
Series C

115,250
150,000

43.45%
56.55%

0
500,000

0.00%
100.00%

TOTAL

265,250

100.00%

885.000

100.00%

1,033,000
625,000
176,484
39,519
5,100
330,87?
400,000

39.58%
23.95%
6.76%
1.52%
0.02%
12.67%
15.32%

1,033,000
625,000
176,484
39,519
5,100
330,879
400,oea

39.58%
23.95%
6.76%
1.52%
0.02%
12.67%
15.32%

2,609,9'821

100.00%

2,609,9821

100.00%

Common Stock
R. John Taylo:f
Richard W. Campanaro3

ESOr
Paul D, Durant lIS
Other Officers & Agents
Other Non-Employees
Current Stock Option Plan6

TAL

This table includes the effect of a 3: 1 common stock split coincident to closing of the transaction.
Assumes redemption of 70,000 of the outstanding Series A Preferred Stock upon completion of the offering of the minimum
number of Shares, and redemption of all Series A Preferred Stock upon successful completion of the maximum amount of the
offering.
3 Includes an option to be issued to Mr. Taylor of 475,000 shares and to Mr. Campanaro of 625,000 shares, at closing.
.. Includes 43,950 shares issued in December 1994 to the ESOP pursuant to a purchase by the ESOP of such shares at $6.34 per
share for 1994 contributions made by the Company.
, Includes 32.157 shares which may be acquired by Mr. Durant pursuant to exercisable stock options.
6 Includes shares reserved for issuance upon exercise of options which may be granted under the Stock Option Plan for Officers and
Employees adopted in 1989, and to be amended in 1995. To date. no options have been granted under the plan.
1
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PRINCIPAL AND MANAGEMENT SHAREHOLDINGS (Continued)
Ine following table represents the fully-diluted 3 equity capital structure of the Company as if the offering
and the concurrent sale of Series C Preferred Stock were completed, and assuming further redemption
of Series A Preferred Stock, Conversion of Series C Preferred Stock, and exercise of Series C Warrants.
Minimum Offering
Percentage
Shares
Preferred Stock
Series Al
Series C
TOTAL

Maximum Offering
Shares
Percentage

115
Q

100.00%
0.00%

o
o

0.00%
0.00%

115

100.00%

o

=

1,035
625

=

0.00%

Common Stock

R. John Taylor
Richard W. Campanaro2,3
ESOpS
Paul D. Durant II6
Other Officers & Agents
Other Non-Employees
Current Stock Option Plan4
.1 Bec!2·7
Michael Cashman3.,
Other loan guarantee warrants9
Other Series C Shareholders3

1,035
625
176
40
5
331
400
428
856
385
Q

24.17%
14.60%
4.12%
0.92%
0.12%
7.73%
9.34%
10.00%
20.00%
9.00%
0.00%

TOTAL

4,281'

100.00%

176

40
5
331
400
415
830

o

2,072

17.45%
10.54%
2.98%
0.67%
0.08%
5.58%
6.75%
7.00%
14.00%
0.00%
34.95%
100.00%

Assumes redemption of 70.000 shares of the Series A Preferred Shares upon completion of the minimum offering and further
redemptions on schedule over the next two years; and the redemption of all Series A Preferred Shares in the cvcnt of the
completion of the maximum offering.
2 Includes a grant of 475,000 and 625,000 options to Mr. Taylor and Mr. Campanaro.
1 Includes conversion of all Series C Preferred Stock to the Company's Common Stock on a fully-diluted basis and exercise of
Series C Warrants for the Company's Common Stock on a fully-diluted basis.
4
Includes shares reserved for issuance pursuant to options to be granted under the Stock Option Plan for officers and
Employees adopted in 1989. No options have been granted under the Plan.
s Includes 43,950 shares purchllsed by ESOP in December 1994.
r. Includes 32,157 shares which may be acquired by Mr. Durant pursuant to exercisable stock options.
7 Includes warrants issued to Messrs. Beck and Cashman or other investors who may guarantee notes to the Company to
complete the restructuring, if only the minimum C shares are sold.
, This table includes the effect of a 3:1 stock split for holders of record on September 1, 1995. This table is based upon the
capital structure reflected in the previous table. There can be no assurance that the ultimate capital structure will be the same
.. ~ tbat presented herein due to the possibility of further issuance of Company securities prior to exercise of the Warrants or
ersion of the Series C Preferred Stock.
9 Assumes Messrs. Beck and Cashman and other investors assist the Company by co-signing for loans, if less than the maximum
is sold.
1
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DESCRIPTION OF SECURITIES

Capital Stock
The Company's Articles of Incorporation, when amended, will authorize the issuance of 5,000,000
shares of common stock (par value $.01 per share), 200,000 shares of Series A $10 Stated Value Preferred
Stock, and 500,000 shares of Series C 10% Preferred Stock ($1.00 par value).
The following descriptions of Capital Stock are subject to the detailed provisions of the shares
contained in the Company's Amended and Restated Articles of Incorporation, which are available for
inspection upon request.

Common Stock
The Company is authon..zed to issue 5,000,000 shares of Common Stock par value $.01 per share.
All outstanding shares of Common Stock are fully paid and nonassessable. Holders of the Common Stock
are entitled to one vote per share on all matters to be voted on by shareholders, including the election
of directors. Holders of Common Stock of the Company will be entitled to elect seven of the nine
directors. The holders of classes of Preferred Stock of the Company have a preference over the holders
of Common Stock of the Company on the assets of the Company legally available for distribution to
stockholders in the event of any liquidation, dissolution, or winding up of the affairs of the Company. In
the event of any liquidation, dissolution or winding up of the affairs of the Company, holders of the
Common Stock will share ratably in any assets of the Company legally available for distribution to holders
of Common Stock. Holders of Series C Preferred Stock have a preference over the holders of Common
Stock as to the payment of dividends. Holders of Common Stock have rights, share for share, to receive
c:
dividends if and when declared by the Board of Directors out of funds legally available thereof after
paying preferred dividends to the holders of Series C Preferred Stock. The Company has never paid any
dividends and does not intend to pay Common Stock dividends in the future.
Series A Stated Value Preferred Stock
The Company is authorized to issue 200,000 shares of Stated Value Preferred Stock ("Series
A Preferred Stock"). without par value, of which all 200,000 shares were issued and of which 185,250 are
currently outstanding. All outstanding shares of Series A Preferred Stock are held by one person and are
fully paid and nonassessable. Holders of the Series A Preferred Stock are not entitled to vote on any
matter to be voted on by shareholders, except that the holders of Series A Preferred Stock are entitled
to elect one director to the Board of Directors of the Company. Holders of the Series A Preferred Stock
have no preemptive rights to subscribe for any securities of the Company and are not entitled to receive
cash dividends from the Company. In the event of any liquidation, dissolution, or winding up of the affairs
of the Company, holders of the Series A Preferred Stock are entitled to a preference over the holders of
Series C Preferred Stock and the Common Stock of the Company in an amount equal to $10.00 per share.
The Company has entered into certain covenants with the holders of the Preferred Stock which
provide generally that the' Company will not, without consent of the holders of the majority of the
outstanding Preferred Stock (i) issue any Common Stock for less than book value, (ii) issue any additional
preferred stock, (iii) guarantee or incur unsecured indebtedness in excess of an amount equal to the
Company's consolidated net worth minus its goodwill, (iv) guarantee or incur any secured indebtedness
ey 'ding 10% of an amount equal to the Company's consolidated net worth minus its goodwill, (v)
gu ....~ antee or incur any secured indebtedness except for certain specified liens which arise in the ordinary
course of business and certain liens incurred or assumed in connection with the acquisition of assets or
corporations, (vi) teIIDinate its corporate existence except for a merger or consolidation in which the
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Com.pany is the surviving corporation and if its consolidated net worth does not decrease as a result of
1 merger or consolidation, (vii) dispose of all or a material part of the Company's assets unless such
disposition of assets is made at the fair market value thereof, (viii) engage in certain types of transactions
with its shareholders or affiliates, (ix) permit its consolidated net worth to decrease below $2,000,000, (x)
incur any indebtedness which would cause the Company's debt to equity ratio to exceed 3.6 to 1 or which
would cause its debt service coverage ratio of income to current maturities on long-term debt to exceed
.8 to 1.
The Company began redeeming the Series A Preferred Stock in December 1993 at the $10.00
stated value per share plus interest. As of June 1, 1995, approximately 185,250 shares of Series A
Preferred Stock will remain outstanding. Upon closing this offering, at least 70,000 additional shares of
Series A Preferred Stock will be redeemed; and any remaining shares will be redeemed over a ten-year
period. Beginning February 1, 1995, monthly redemption payments will be computed on a ten year
amortization at the prime rate of the First Interstate Bank plus V4%.
Corporate Action Required to Authorize Securities
The Shares and Warrants have not been duly authorized as of the date of this Offering
Memorandum. Before this offering can be closed and the Shares and Warrants can be issued, the
Company's Articles of Incorporation must be amended to define the preferences, limitations and relative
rights of the Shares and Warrants and to authorize the creation and issuance of such securities. The Idaho
Business Corporation Act governs the amendment of the Company's Articles of Incorporation: The
Company's Board of Directors must adopt a resolution setting forth the proposed amendment and
directing that it be submitted to a vote of the Company's shareholders. The amendment authorizing the
~
res and Warrants must thereafter be adopted by the affirmative vote of the holders of a majority of
the shares of each class of stock entitled to vote thereon; provided that the affirmative vote of the holders
of two-thirds of the shares entitled to vote thereon shall be required to authorize the Warrants.

This offering will not close, the subscribers' funds will not be released from escrow to the Company
and the Shares and Warrants will not be issued unless and until the Agent receives the opinion of
Company's legal counsel that the Shares and Warrants have been duly authorized and that, upon delivery
of and payment for the Shares, the shares of Shares and Warrants will be validly issued, fully paid and
nonassessable, and will conform to the description thereof contained in this Offering Memorandum.
Management believes the Company's Board of Directors will adopt the resolutions necessary to
amend the Company's Articles of Incorporation to authorized the new securities. Reed J. Taylor and R.
John Taylor together own more than two-thirds of the outstanding shares of the Company's common stock
and are committed to vote their shares in favor of adoption of the amendment to the Company's Articles
of Incorporation necessary to authorize the Shares and Warrants to be issued upon closing of this offering.
Although the outstanding Series A Preferred Stock is generally not entitled to vote at any regular or
special meeting of stockholders (except to elect one director to the Board), the Series A Preferred
Stockholder has consented to the necessary amendment, the issuance of the Shares and related
transactions.
Series C Preferred Stock
The rights and preferences of the up to 500,000 shares of Series C 10% Preferred Stock (the "Series
L ~bares") ~o be issued by Company shaH be as follows:

-
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Voting Rights. The holders of the Series C Shares will have no right to vote for any
shareholder purposes. However, the holders of a majority of the Series C Shares shall have the
right to elect one director to the Company's Board.

Dividends. The Holders of the Series C Shares shall be entitled to receive out of any funds
at any time legally available for the declaration of dividends, when and as declared by the Board
of Directors, cash dividends at the rate of 10% of the liquidation payment provided in
subparagraph (c) hereof per annum per share, such dividends to be payable annually each
December 31. Unpaid dividends on shares of the Series C Preferred Stock shall be cumulative,
whether or not declared. In no event shall any dividend be paid or declared, nor shall any
distribution be made, on the Company's Common Stock, nor shall any Common Stock be
purchased or otherwise acquired by the Company for value (other than payment of amounts due
OD the Company's note payable to Reed J. Taylor for redemption of his Common Stock), unless
aU dividends on the Series C Preferred Shares for all past periods shall have been paid or shall
have been declared and a sum sufficient for the payment thereof set apart for payment.
Liquidation. In the event of any liquidation, dissolution or winding-up of the Company,

whether voluntary or involuntary, before any other distributiln or payment is made to the holders
of Common Stock or any other series of Preferred Stock. except the Company's Series A Preferred
Stock which maintains preference over the holders of Series C Shares, will be entitled to receive,
out of the assets of the Company legally available therefor, a liquidation payment in cash per Series
C Share equal to $10.00 (subject to equitable adjustment in the event of any stock dividend, split,
,t
distribution, or combination with respect to Series C Shares) (the "Liquidation Rate ). In addition
to such amount, a further amount equal to the dividends accumulated and unpaid thereon to the
date of such liquidation payment will also be paid. If upon any liquidation or dissolution of the
Company, the assets available for distnbution are insufficient to pay the holders of all outstanding
Series C Shares such amount per Series C Share, the holders of the Series C Shares will share pro
rata in any such distribution of assets.

Conversion: Each holder of Series C Preferred Stock shall have the right, exercisable at any
time prior to or on the closing date of an Equity Offering, to convert any or all of such shares of
Series C Preferred Stock into Common Stock at the following Conversion Rate: Each share of
Series C Preferred Stock shall be convertible into that number of shares of Common Stock which
equals 0.0000693% of the outstanding Cornmon Stock on a fully diluted basis at the effective date
of exercise. Any holder of Series C Preferred Stock who exercises this conversion right prior to
the closing date of an Equity Offering shall be protected against dilution in the event of any
Common Stock issuance or other transaction which occurs prior to an Equity Offering and
increases the number of outstanding shares of Common Stock on a fully diluted basis: For each
share of Common Stock received upon such conversion of Series C Preferred Stock prior to an
Equity Offering, the Company shall issue to the holder thereof such number of additional shares
as necessary to maintain, at alI times prior to an Equity Offering, such holder's 0.0000693% interest
in Company's outstanding Common Stock on a fully diluted basis.
Redemption. Subject to the foregoing conversion rights, the Company may redeem the Series
C Shares at any time, and is required to redeem the Series C Shares upon the closing of an Equity
Offering (see definition under "Series C Warrants" below). The redemption rate will be 100% of
the Liquidation Rate if redemption occurs within two (2) years from the issuance of the first Series
C Shares. After such two (2) year period an amount equal to 5% o~ the Liquidation Rate will be
~
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added to the redemption rate immediately and each 180 days thereafter so that if redemption
occurs after such two (2) year period, but prior to 180 days from the end of such two (2) year
period, the redemption rate will be 105% of the Liquidation Rate, if past 180 days but prior to
360 days, such escalation of the redemption rate will be 110% of the Liquidation Rate and such
escalation of the Redemption Rate will continue in such manner until the Series C Preferred
Shares are redeemed.

Adjustment g[Liquidation Rate. In case the Company at any time subdivides its outstanding
shares of Common Stock into a greater number of shares, whether by stock split, stock dividend
or otherwise, the Liquidation Rate in effect immediately prior to such subdivision wm be
proportionately reduced. Conversely, in case the outstanding shares of Common Stock of the
Company are combined into a smaller number of shares, whether by reverse stock split or
otherwise, the Liquidation Rate in effect immediately prior to such combination will be
proportionately increased.

Preemptive Rights
Holders of the Company's capital stock are not entitled to preemptive rights. A preemptive right
would allow a shareholder, in certain cir~umstances, to acquire a pro rata portion of newly issued shares
of the Company's capital stock before they are offered to non-shareholders.
Series C Warrants
The Series C Warrants included as part of the Shares may be transferred separately from the Shares
immediately upon issuance, subject to restrictions on their transfer. The Warrants become exercisable at
'1 time as the exercise price for the Warrants is established and remain exercisable for five years after
issuance. Each Warrant allows the holder to purchase from the Company that number of shares of
Company Common Stock equal to 0.0000307% of Company's common stock at a price to be determined
as follows:

(a) Upon the earliest to occur of the following events prior to two (2) years from the date
on which the first Series C Share is issued by the Company, then the Warrant Exercise Price will
be the lesser of (1) 50% of the offering or conversion price per share of the Company's Common
Stock upon the earliest of the following events ("Equity Offerings"):

(i) an offering conducted pursuant to the registration requirements of the 1933 Act
in which gross proceeds of at least $5,000,000 are raised;
(ji i an offering pursuant to exemptions from registration under 1933 Act in which

gross pl' -eeds of at least $ 5,000,000 are raised; or
(iii) any securities convertible into Company Common Stock that are sold in an
offering that conforms to the parameters of subparagraphs (i) and (ii) above
or (2) the conversion rate of the Series C Preferred Stock (i.e., 0.0000693% of Common Company
cash share of Common Stock).
(b) If an exercise price has not been established pursuant to (a) above within such two (2)
year period, then the exercise price shall be established at the lesser of: (i) 75% of the Company's
book value per share of Common Stock (excluding indebtedness owed to Reed J. Taylor incurred
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as a result of the Company purchasing certain shares of Company Common Stock from Mr. Taylor)
based upon a balance sheet to be prepared as of the end of the month previous to the date two
(2) years from the issuance of the first Series C Shares; or (li) the conversion rate per share of the
Series C Shares.
The number of shares of Common Stock that may be acquired upon exercise of the Series C
Warrant will equal that number of shares representing 0.0000307% of the Company's outstanding
Common Stock on a fully diluted basis (including any shares issuable upon exercise of the Series C
Warrants and upon conversion of the Series C Preferred Stock). The calculation of the number of shares
issuable upon exercise of the Series C Warrant will occur on the date the exercise price of the Warrant
is established or two years from the date of issuance of the first Series C Shares, whichever is earlier.
The Warrant further provides that if the Company does not complete one of the Equity Offerillgs
within two (2) years from the date the first Series C Preferred Stock is sold, the number of shares that may
be purchased pursuant to the Warrant will immediately increase by 2.5% and continue to increase each
90 days thereafter by 2.5 % on a compounded basis until one of the Equity Offerings has occurred or the
Warrant expires pursuant to its terms. The exercise price and the number of shares of Common Stock
purchasable upon exercise of the Warrants are subject to adjustment upon the occurrence of certain
events, including stock splits, stock dividends, reclassification and combinations of Common Stock, or the
merger, consolidation or disposition of substantially all the assets of the Company.
The Series C Warrant holders, as such, will have no voting, preemptive liquidation or other rights
of a shareholder, except the right, voting as a class, to elect one director. The Warrant provides that the
("
Ipany will use its best efforts to allow Warrant holders, and the holders of Common Stock issued
pursuant to the Warrant, to have their shares of Common Stock issued or issuable pursuant to the
Warrant included in certain registrations and qualifications that may be conducted by the Company. The
Warrant expires if and to the extent not exercised within five years from the date the first Series C Share
is sold.
The above description of the Warrants is subject to the detailed provisions of the form of Warrant
attached hereto as Attachment.
PLAN OF DISTRIBUfION
The Shares offered hereby are offered and win be sold only to "accredited investors" (as such term
in defined in Rule 501(a) of Regulation D under the 1933 Act) on a best efforts basis exclusively by the
Company. The offering will terminate on August 1,1995, subject to a IS-day extension by the Company.
Investor's payments will be held by the Company. If commitments for the Minimum Required Financing
($1,500,000) are not received by August 1, 1995, which date may be extended by the Company to August
15 7 1995, this offering will terminate and the Subscribers' payments will be returned. Once commitments
for the Minimum Required Financing are received, the Company may use funds and accrued interest on
such funds for the Company's purposes. Notwithstanding receipt of minimum financing, the Company may
terminate the offering and refund payments.
No public market exists for the Shares or Warrants; and no assurance can be given that the
Cc-""'"'pany will ever conduct an Initial Public Offering ("IPO") or that a market for any of the Company's
st. .ities will develop or be sustained in the future. The price of the Shares and the exercise price of the
Warrants to investors has been determined by negotiations between the Company and the Placement
Agent and are not related to the assets of the Company or other financial criteria.
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INVESTOR SUITABILITY

An investment in the Shares involves substantial risks and possible loss by investors of their entire
investment. See "Risk Factors". The Shares and the Warrants included therein, will be offered and sold
only to prospective investors who: (i) represent, among other things, that they are acquiring Shares for
theiI own account, for investment only and not with a view toward the resale or distribution thereof, that
they are aware that neither the Shares nor the Warrants have been registered under the 1933 Act and
that their transfer rights with respect to the Shares and the Warrants are restricted by the 1933 Act, by
applicable state securities laws and by the absence of a market for such securities and (ii) are investors
meeting the suitability standards hereinafter set forth.
The Company will require as a general investor suitability standard that each investor represent in
writing that (i) he or she is a natural person who has a net worth or joint net worth with his or her spouse
in excess of $1,000,000 at the time of his or her purchase; or (n) he or she is a natural person who had
an individual income of $200,000 in each of the two most recent calendar years or a joint income with his
or her spouse in excess of $300,000 (available only to residents in certain states) in each of those years and
has a reasonable expectation of reaching the same income level in the current year, or (iii) he or she is
a director or executive officer of the Company, or (iv) it is either (a) a bank as defined in Section 3(a)(2)
of the 1933 Act or a savings and loan association or other institution as defined in Section 3(a)(5)(A) of
the 1933 Act, whether acting in its individual or fiduciary capacity, (b) a broker or dealer registered
pursuant to Section 15 of the Securities Exchange Act of 1934, as amended, (c) an insurance company as
defined in Section 2(13) of the 1933 Act, (d) an investment company registered undeHbe Investment
Company Act of 1940, as amended, or a business development company as defined in Section 2(a)(48)
<
lch act, (e) a Small Business Investment Company licensed by the United States Small Business
Administration under Section 301(c) or (d) of the Small Business Investment Act of 1958, as amended,
(f) a plan established and maintained by a state or its political subdivisions, or any agency or
instrumentality of a state or its political subdivision, for the benefit of its employees, if such plan had total
assets in excess of $5,000,000 or (g) an employee benefit plan within the meaning of Title I of the
Employee Retirement Income Security Act of 1974, as amended, if the investment decision is made by
a plan fiduciary, as defined in Section 3(21) of such act, which plan fiduciary is a bank, a savings and loan
association, an insurance company or a registered investment advisor, or if the employee benefit plan has
total assets in excess of $5,000,000 or, if a self-directed plan, with investment decisions made solely by
persons who otherwise meet these suitability standards, or (v) it is a private business development company
as defined in Section 202(a)(22) of the Investment Advisers Act of 1940, as amended, or (vi) it is an
organization described in Section 501(c)(3) of the Internal Revenue Code of 1986, as amended, a
corporation, a Massachusetts or similar business trust or a partnership not formed for the specific purpose
of acquiring the. Share, with total assets in excess of $5,000,000, or (vii) it is a trust, with total assets in
excess of $5,000,000 not formed for the specific purpose of acquiring the Shares, whose purchase is
directed by a sophisticated person who has such knowledge and experience in financial and business
matters that he or she is capable of evaluating the merits and risks of the prospective investment; or (viii)
it is a corporation or partnership, and each and every equity owner of such entity certifies that he or she
meets the qualifications set forth in any of (i), (ii), (iii), (iv), (v), (vi) or (vii) above. As used in this
Memorandum, the term "net worth" means the excess of total assets over total liabilities. In determining
income, an investor should add to his or her adjusted gross income any amounts attributable to tax-exempt
iv - l1e received, losses claimed as a limited partner in any limited partnership, deductions claimed for
dt.. r .dion, contributions to an IRA or Keogh retirement plan, alimony payments and any amount by which
income form long-term capital gains has been reduced in arriving at adjusted gross income.
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The Company will require as a further specific suitability requirement that each investor represent
vriting that (i) the investor is experienced in and capable of analyzing and evaluating the merits and
l,",,,,ults of investments in insurance-related companies, or has been advised as to this investment by persons
who ave such knowledge and experience and are independent of the Company and the Agent, (li) that the
investor has carefully reviewed this Memorandum and has made such other inquiry and investigation of
the Company, its business and its business as the investor deems appropriate, and (iii) that the investor
has not relied on any representation of the Company or the Agent not contained in this Memorandum
or any recommendation of the Agent in deciding to make this investment
The suitability standards referenced above represent minimum suitability requirements for
prospective investors; and the satisfaction of such standards by a prospective investor does not necessarily
mean that the Shares are a suitable investment for such prospective investor. The Company and the
Agent reserve the right to modify the suitability standards and the minimum investment with respect to
certain investors, in order to comply with any applicable state or local laws, regulations or otherwise.
THE SUITABILITY STANDARDS DISCUSSED ABOVE REPRESENT MINIMUM SUITABILITY
STANDARDS FOR PROSPECTIVE INVESTORS. EACH PROSPECTIVE INVESTOR SHOULD
DETERMINE WHETHER THIS INVESTMENT IS APPROPRIATE FOR SUCH INVESTOR.
ADDmONAI; MATERIALS

All prospective investors and their representatives will be provided access to, and are invited to
review, all materials available to the Company with respect to the Company, its business, this offering or
a
,ther matter set forth in this Memorandum, including (without limitation) the following:
Articles of Incorporation and Bylaws
Articles of Amendment
Form of Series C Warrant
Campanaroffaylor Employment Agreements
Financial and Accounting Records
Centennial Agreements
Regulatory Agreements
Stock Redemption Agreements with Series A Prefened Shareholder and Principal Common
Shareholder
The Company will answer inquiries from prospective investors and their representatives relating
to the Company, its business, this offering and the sale of the Shares and will afford prospective investors
;Uld their representatives the opportunity to obtain any additional information (to the extent that the
Company possesses such information or can acquire it without unreasonable effort or expense) necessary
to verify the accuracy of the information in this Memorandum.
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SERIES C WARRANT
To Purchase Shares of Common stock
of
AlA SERVICES CORPORATION
THIS
CERTIFIES
THAT,
for
good
and
valuable
consideration,
(the "Investor ll ) , or registered
assigns, is entitled to subscribe for the purchase from AIA
Services corporation, an Idaho corporation (the "Company"), at any
time starting with the date that the number of Warrant Shares and
the Warrant Exercise Price are established pursuant to sections 3
and Sea) hereof, up to and including
, 2000, that number
of fully paid and nonassessable shares of the Common Stock of the
Company determined in accordance with Section 3 hereof at a warrant
exercise price equal to that provided in section 5{a) hereof (the
"Warrant Exercise Price"), subject to the antidilution provisions
of this Warrant. Reference is made to this Warrant in the
Confidential Private Placement Memorandum of the company dated June
1, 1995.
The shares which may be acquired upon exercise of this
Warrant are referred to herein as the "Warrant Shares." As used
herein, the term "Holder" means the Investor, any party who
acquires all or a part of this Warrant as a registered transferee
of the Investor, or any record holder or holders of the Warrant
Shares issued upon exercise, whether in whole or in part, of the
Warrant; the term "Common Stock" means and includes the Company's
presently authorized common stock, $.01 par value, and shall also
include any capital stock of any class of the Company hereafter
authorized which shall not be limited to a fixed sum or percentage
in respect of the right of the holders thereof to participate in
dividends or in the distribution of assets upon the voluntary or
involuntary liquidation, dissolution, or winding up of the Company;
and the term "Convertible Securities" means any stock or other
securities convertible into, or exchangeable for, Common Stock.
This Warrant is subject to the following provisions, terms and
conditions:
1.

Exercise:

Transferability.

(a)
Except as provided in section 7 hereof, the rights
represented by this Warrant may be exercised by the Holder hereof,
in whole or in part (but not as to a fractional share of Common
Stock), by written notice of exercise (in the form attached hereto)
delivered to the Company at the principal office of the Company
prior to the expiration of this Warrant and accompanied or preceded
by the surrender of this Warrant along with a check in payment of
the Warrant Exercise Price for the Warrant Shares.
This warrant
may not be exercised prior to the date the number of Warrant Shares
and the Warrant Exercise Price are established pursuant to Sections
3 and 5 (a) hereof.

1
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(b)
Except as provided in section 7 hereof, this Warrant is
transferable in whole or in part, subject to applicable federal and
state securities laws and regulations.
This Warrant may not be
sold, transferred, assigned, hypothecated or divided into two or
more Warrants of smaller denominations, nor may any Warrant Shares
issued pursuant to exercise of this Warrant be transferred, except
as provided in Section 7 hereof.
2.
Exchange and Replacement.
Subject to Sections 1 and 7
hereof, this Warrant is exchangeable upon the surrender hereof by
the Holder to the Company at its office for new Warrants of like
tenor and date representing in the aggregate the right to purchase
the number of Warrant Shares purchasable hereunder, each of such
new Warrants to represent the right to purchase such number of
Warrant Shares (not to exceed he aggregate total number purchasable
hereunder) as shall be designated by the Holder at the time of such
surrender.
Upon receipt by the Company of evidence reasonably
satisfactory to it of the loss, theft, destruction, or mutilation
of this Warrant, and, in case of loss, theft or destruction, of
indemnity or security reasonably sati.sfactory to it, and upon
surrender and cancellation of this Warrant, if mutilated, the
Company will make and deliver a new Warrant of like tenor, in lieu
of this Warrant.
This Warrant shall be promptly canceled by the
Company upon the surrender hereof in connection with any exchange
or replacement. The Company shall pay all expenses, taxes (other
than stock transfer taxes), and other charges payable in connection
with the preparation, execution, and delivery of Warrants pursuant
to this Section 2.
3.

Number and Issuance of the Warrant Shares.

(a)
On the date that is the earlier of (i) the closing of an
"Equity Offering" as defined in Section 5; or (ii) [month and day
of issuance of Series C Preferred Stock], 1997, the number of
Warrant Shares that may be purchased pursuant to this Warrant shall
be established as that number of shares which equals the product of
the number of shares of Series C Preferred Stock purchased by the
Holder multiplied by .0000307% of the number of shares of
outstanding Company Common stock on a fully diluted basis (i.e.,
including any shares of Common Stock issuable upon exercise of the
Company's Series C Warrants, upon conversion of the Series C
Preferred Stock, and upon exercise or conversion of any other
Company securities), but excluding any shares of Common Stock sold
in the Equity Offering.
If an Equity Offering does not occur by
[month and day of issuance of Series C Preferred Stock], 1997, (the
"Determination Date),
the initial Warrant Shares shall be
calculated as provided in the preceding sentence on the
Determination Date and on such date the number of Warrant Shares as
calculated hereunder will be increased by 2.5% immediately, and
every 90 days thereafter the number of Warrant Shares that could be
purchased prior to adjustment will be increased by an additional
2.5% to determine the new number of Warrant Shares that may be
purchased. (E.g., if this warrant is exercisable as to 100 Warrant
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shares on the Determination Date, then 90 and 180 days after the
Determination Date, the number of Warrant Shares would be 102.5,
105 and 107.7, respectively). For purposes of adjustment of the
Warrant Shares, fractional shares will be calculated; however, upon
exercise any fractional share will be rounded to the nearest whole
share.
(b) The Company agrees that the shares of Common Stock
purchased upon exercise of the Warrant shall be, and are deemed to
be, issued to the Holder as of the close of business on the date on
which this Warrant shall have been surrendered.
Subject to the
provisions of the next section, certificates for the Warrant Shares
so purchased shall be delivered to the Holder within a reasonable
time, not exceeding fifteen (15) days after the rights represented
by this Warrant shall have been so exercised; and, unless this
Warrant has expired, a new Warrant, representing the right to
purchase the number of Warrant Shares, if any, with respect to
which this Warrant shall not then have been exercised shall also be
delivered to the Holder within such time.
(c) Notwithstanding the foregoing, however, the Company shall
not be required to deliver any certificate for Warrant Shares upon
exercise of this Warrant except in accordance with exemptions from
the
applicable
securities
registration
requirements
or
registrations under applicable securities laws. Nothing herein,
however, shall obligate the company to effect registrations under
federal of state securities laws, except as provided in section 9.
If registrations are not in effect and if exemptions are not
available when the Holder seeks to exercise the Warrant, the
Warrant exercise period will be extended, if need be, to prevent
the Warrant from expiring, until such time as either registrations
become effective or exemptions are available, and the Warrant shall
then remain exercisable for a period of at least 30 calendar days
from the date the Company delivers to the Holder written notice of
the availability of such registrations or exemptions. The Holder
agrees to execute such documents and make such representations,
warranties and agreements as may be required solely to comply with
the exemptions relied upon by the company, or the registrations
made, for the issuance of the Warrant Shares.
4.
Covenants of the company.
The Company covenants and
agrees that all Warrant Shares will, upon issuance, be duly
authorized and issued, fully paid, nonassessable, and free from all
taxes, liens, and charges with respect to the issue thereof. The
Company further covenants and agrees that during the period within
which the rights represented by this Warrant may be exercised, the
Company will at all times have authorized and reserved for the
purpose of issue or transfer upon exercise of the subscription
rights evidenced by this Warrant a sufficient number of shares of
Common Stock to provide for the exercise of the rights represented
by this Warrant.
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5.
Warrant Exercise Price and Antidilution Adjustments. The
provisions of this Warrant are subject to adjustment as provided in
this section 5.
(a) The Warrant Exercise Price for each share of Common Stock
issuable upon exercise of this Warrant will be determined as
follows:
(I)
If such event occurs prior to the Determination Date,
then the Warrant Exercise Price shall be 50% of the offering,
conversion or exercise price per share of Company Common Stock
associated with the earliest of one of the following events
(an "Equity Offering"):
(i) an offering conducted pursuant to the registration
requirements of the Securities Act of 1933, as amended
("1933 Act") in which gross proceeds of at least
$5,OOO,~00 are raised; or
( ii)
an offering pursuant to
exemptions
from
registration under the 1933 Act in which gross proceeds
of at least $5,000,000 are raised; or
(iii)
sale of any securities convertible into Company
Common Stock in an offering that conforms to the
parameters of subparagraphs (i) and (ii) above.
(II)
If the Warrant Exercise Price has not been established
pursuant to (a) (I) above, then the Warrant Exercise Price
shall be established at the lower of:
(i) 75% of the
Company's book value per share of Common Stock, excluding
indebtedness owed to Reed J. Taylor incurred as a result of
the Company purchasing Company Common Stock from Mr. Taylor,
based upon a balance sheet to be prepared in accordance with
generally accepted accounting principles, which balance sheet
will be as of the last date of the month preceding the
Determination Date; or (ii) the Conversion Price per share of
the Company's Series C Preferred Stock, established by
dividing the total number of shares of Common Stock that may
be issued upon conversion of all outstanding shares of the
Series C Preferred Stock into the aggregate liquidation rate
of all outstanding shares of the Series C Preferred Stock.
(b) Once established pursuant to paragraph (a) above, the
Warrant Exercise Price shall be adjusted from time to time such
that, in case the Company shall hereafter:

(i) pay any dividends on any class of stock of the Company
payable in Common Stock or securities convertible into Common
Stock;
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(ii) subdivide its then outstanding shares of Common stock
into a greater number of shares; or
(iii)
combine outstanding shares
reclassification or otherwise;

of

Common

stock,

by

then, in any such event, the Warrant Exercise Price in effect
immediately prior to such event shall (until adjusted again
pursuant hereto) be adjusted immediately after such event to a
price (calculated to the nearest full cent) determined by dividing
(a) the number of shares of Common stock outstanding immediately
prior to such event, multiplied by the then existing Warrant
Exercise price, by (b) the total number of shares of Common stock
outstanding immediately after such event (including the maximum
number of shares of Co!!'.mon stock issuable in respect of any
securities convertible into Common stock), and the resulting
quotient shall be the adjusted Warrant Exercise Price per share.
An adjustment made pursuant to this sUbsection shall become
effective immediately after the record date in the case of a
dividend or distribution and shall become effective immediately
after the effective date in the case of a subdivision combination
or reclassification.
If, as a result of an adjustment made
pursuant to this subsection, the Holder of any Warrant thereafter
surrendered for exercise shall become entitled to receive shares of
two or more classes of capital stock or shares of Common stock and
other capital stock of the company, the Board of Directors (whose
determination shall be conclusive) shall determine the allocation
of the adjusted Warrant Exercise Price between or among shares of
such classes of capital stock or shares of Common Stock and other
capital stock.
All calculations under this SUbsections shall be
made to the nearest cent or to the nearest 1/100 of a share, as the
case may be.
In the event that, at any time as a result of an
adjustment made pursuant to this subsection, the holder of any
Warrant thereafter surrendered for exercise shall become entitled
to receive any shares of the Company other than shares of Common
stock, thereafter the Warrant Exercise Price of such other shares
so receivable upon exercise of any Warrant shall be subject to
adjustment from time to time in a manner and on terms as nearly
equivalent as practicable to the provisions with respect to Common
stock contained in this section.
(c) Upon each adjustment of the Warrant Exercise Price
pursuant to section 5(b) above, the Holder of each Warrant shall
thereafter (until another such adjustment) be entitled to purchase
at the adjusted Warrant Exercise Price the number of shares,
calculated to the nearest full share, obtained by multiplying the
number of shares determined under section 3 (as adjusted as a
result of all adjustments in the Warrant Exercise price in effect
prior to such adjustment) by the Warrant Exercise Price per share
in effect prior to such adjustment and di viding the product so
obtained by the adjusted Warrant Exercise Price per share.
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(d) In case of any consolidation or merger to which the
Company is a party other than a merger or consolidation in which
the Company is the continuing corporation, or in case of any sale
or conveyance to another corporation of the property of the Company
as an entirety or substantially as an entirety, or in the case of
any statutory exchange or securities with another corporation
(including any exchange effected in connection with a merger of a
third corporation into the Company), there shall be no adjustment
under subsection (b) of this section above; but the Holder of each
Warrant then outstanding shall have the right thereafter to convert
such Warrant into the kind and amount of shares of stock and other
securities and property which he would have owned or have been
entitled to receive immediately after such consolidation, merger,
statutory exchange, sale, or conveyance had such Warrant been
converted immediately prior to the effective date of such
consolidation, merger, statutory exchange, sale, or conveyance and
in any such case, if necessary, appropriate adjustment shall be
made in the application of the provisions set forth in this section
with respect to the rights and interests thereafter of any Holders
of the Warrant, to the end that the provisions set forth in this
section shall thereafter correspondingly be made applicable, as
nearly as may reasonably be, in relation to any shares of stock and
other securities and property thereafter deliverable on the
exercise of the Warrant. The provisions of this SUbsection shall
similarly apply to successive consolidations, mergers, statutory
exchanges, sales or conveyances.
In the event that an event
pursuant to this section occurs which requires the Warrant Exercise
Price to be established, such Warrant Exercise Price will be
established pursuant to subsection (a) (II) of this section 5.
(e) Upon any adjustment of the Warrant Exercise Price, then
and in each such case the Company shall give written notice
thereof, by first-class mail, postage prepaid, addressed to the
Holder as shown on the books of the Company, which notice shall
state the Warrant Exercise Price resulting from such adjustment and
the increase or decrease, if any, in the number of shares of Common
stock purchasable at such price upon the exercise of this
Warrant,setting
forth in reasonable detail the method of
calculation and the facts upon which such calculation is based.
6.
No voting Rights.
This Warrant shall not entitle the
Holder to any voting rights or other rights as a shareholder of the
Company.
7.
Shares.

Notice of Transfer of Warrant or Resale of the Warrant

(a) Subject to the sale, assignment, hypothecation, or other
transfer restrictions set forth in section 1 hereof, the Holder, by
acceptance hereof, agrees to give written notice to the Company,
before transferring this Warrant or transferring any Warrant
Shares, of such Holder's intention to do so, describing briefly the

6

AFFIDAVIT OF JOLEE DUCLOS

AIA0028066

manner of any proposed transfer.
Promptly upon receiving such
written notice, the Company shall present copies thereof to the
Company's counsel and to counsel to the Holder of this Warrant. If
in the opinion of each such counsel the proposed transfer may be
effected without registration or qualification (under any federal
or state securities laws), the Company, as promptly as practicable,
shall notify the Holder of such opinion, whereupon the Holder shall
be entitled to transfer this Warrant or to dispose of Warrant
Shares received upon the previous exercise of this Warrant, all in
accordance with the terms of the notice delivered by the Holder to
the Company i provided that an appropriate legend may be endorsed on
this warrant or the certificates for such Warrant Shares respecting
restrictions upon transfer thereof necessary or advisable in the
opinion of Company's counsel and satisfactory to the Company to
prevent fUrther transfers which would be in violation of Section 5
of the 1933 Act and applicable state securities laws; and provided
further that the prospective transferee or purchaser shall execute
such documents~ and make such representations, warranties, and
agreements as may be required solely to comply with the exemptions
relied upon by the Company for the transfer or disposition of the
Warrant or Warrant Shares.
(b) If, in the opinion of either of the counsel referred to in
this section 7, the proposed transfer or disposition of this
Warrant or such Warrant Shares described in the written notice
given pursuant to this section 7 may not be effected without
registration or qualification of this Warrant or such Warrant
Shares, the Company shall promptly give written notice thereof to
the Holder; and the proposed transfer or disposition will not be
permitted.
8.
Fractional Shares. Fractional shares shall not be issued
upon the exercise of this Warrant.
But in any case where the
holder would, except for the provisions of this section, be
entitled under the terms hereof to receive a fractional share, the
Company shall upon the exercise of this Warrant for the largest
number of whole shares then called for, pay a sum in cash equal to
the sum of (a) the excess, if any, of the Market Price of such
fractional share over the proportional part of the Warrant Exercise
Price represented by such fractional share, plus (b) the
proportional part of the Warrant Exercise Price represented by such
fractional share. For purposes of this section, the term "Market
Price" shall mean for shares of Common stock the last reported sale
price or, if none, the average of the last reported closing bid and
asked prices on any national securities exchange or quoted in the
National Association of securities Dealers, Inc. 's Automated
Quotations system ("NASDAQ"), or if not listed on a national
securities exchange or quoted in NASDAQ, the average of the last
reported closing bid and asked prices as reported by Metro Data
company, Inc. from quotations by market makers in such Common Stock
on the Minneapolis-st. paul local over-the-counter market.
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9.

Registration Rights.

(a) If the Company at any time within two (2) years after
complete exercise of this Warrant, but no more than seven (7) years
from the date of this Warrant, proposes to register under the 1933
Act (except by a Form S-4 or Form S-8 Registration statement or any
successor forms thereto) or qualify for a public distribution under
section 3(b) of the 1933 Act, any of its securities, it will give
written notice to all Holders of this Warrant, any Warrants issued
pursuant to section 2 and/or Section 3(a) hereof, and any Warrant
Shares of its intention to do sOi and, on the written request of
any such Holder given within twenty (20) days after receipt of any
such notice (which request shall specify the interest in this
Warrant or the Warrant Shares intended to be sold or disposed of by
such Holder and describe the nature of any proposed sale or other
disposition thereof), the Company will use its best efforts to
cause all such Warrant Shares, the Holders of which shall have
requested the registration or qualification thereof, to be included
in such registration statement proposed to be filed by the Company;
provided, however, that if a greater number of Warrant Shares is
offered for participation in the proposed offering than in the
reasonable opinion of the managing underwriter of the proposed
offering can be accommodated without adversely affecting the
proposed offering, then the amount of Warrant Shares proposed to be
offered by such Holder for registration r as well as the number of
securities of any other selling shareholders participating in the
registration, shall be proportionately reduced to a number deemed
satisfactory by the managing underwriter.
(b) Further, on a one-time basis only, provided the Company
has available to it the use of Form S-3, or any form replacing Form
S-3, under the 1933 Act, further provided, however, that lack of
availability of such form S-3 is not due to failure of the Company
to comply with the Securities Exchange Act of 1934, during the term
of this Warrant or within two years of complete exercise of this
Warrant, whichever is later, upon request by the Holder or Holders
of a majority in interest of this Warrant, of any Warrants issued
pursuant to Section 2 and/or Section 3 (a) hereof, and of any
Warrant Shares, the Company will promptly take all necessary steps
to register or qualify, under the 1933 Act and the securities laws
of such states as such Holders may reasonably request, such number
of Warrant Shares issued and to be issued upon conversion of the
Warrants requested by such holders in their request to the Company.
The Company shall keep effective and maintain any registration,
qualification, notification, or approval specified in this
sUbsection 9(b) for such period as may be reasonably necessary for
such Holder or Holders of such Warrant Shares to dispose thereof
and from time to time shall amend or supplement the prospectus used
in connection therewith to the extent necessary in order to comply
with applicable law.
Notwithstanding anything to the contrary
contained herein, however I the demand right provided in this
section 9 (b) may not be exercised until one year after the
Company's securities have become registered pursuant to the

8

AFFIDAVIT OF JOLEE DUCLOS

AIA0028068

that if such
securities Exchange Act of 1934; provided,
registration occurs during the last twelve (12) months of this
Warrant, the term of this demand right will be extended for twelve
(12) months.
(c) With respect to each inclusion of securities in a
registration statement pursuant to this section 9, the Company
shall bear the following fees, costs, and expenses:
all
registration, filing and NASD fees, printing expenses, fees and
disbursements of counsel and accountants for the Company, fees and
disbursements of counsel for the underwriter or underwriters of
such securities (if the Company is required to bear such fees and
disbursements), all internal expenses, the premiums and other costs
of policies of insurance against liability arising out of the
public offering, and legal fees and disbursements and other
expenses of complying with state securities
laws of any
jurisdictions in which the securities to be offered are to be
registered or qualified. Fees and disbursements of special counsel
and accountants for the selling Holders , underwriting discounts and
commissions, and transfer taxes for selling Holders and any other
expenses relating to the sale of securities by the selling Holders
not expressly included above shall be borne by the selling Holders.
(c) The Company hereby indemnifies each of the Holders of this
Warrant and of any Warrant Shares, and the officers and directors,
if any, who control such Holders, within the meaning of Section 15
of the 1933 Act, against all losses, claims, damages, and
liabilities caused by (1) any untrue statement or alleged untrue
statement of a material fact contained in any registration
statement or Prospectus (and as amended or supplemented if the
Company shall have furnished any amendments thereof or supplements
thereto), any Preliminary Prospectus or any state securities law
filings; (2) any omission or alleged omission to state therein a
material fact required to be stated therein or necessary to make
the statements therein not misleading except insofar as such
losses, claims, damages, or liabilities are caused by any untrue
statement or omission contained in information furnished in writing
to the Company by such Holder expressly for use therein; and each
such Holder by its acceptance hereof severally agrees that it will
indemnify and hold harmless the Company, each of its officers who
signs such Registration Statement, and each person, if any, who
controls the Company, within the meaning of Section 15 of the 1933
Act, with respect to losses, claims, damages, or liabilities which
are' caused by any untrue statement or omission contained in
information furnished in writing to the Company by such Holder
expressly for use therein.
10.

extent,

Expiration.
This Warrant shall expire if, and to the
it
has
not
been
exercised
on
or
before

------------------------ ,

2000.
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IN WITNESS WHEREOF, AlA Services Corporation has caused this
Warrant to be signed by its duly authorized officer and to be dated

____________________ , 1995.

"Company"
AlA SERVICES CORPORATION

By_______________________
Its______________________
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To:

AlA SERVICES CORPORATION

NOTICE OF EXERCISE OF WARRANT --

To
Be
Executed
by
the
Registered Holder in Order to
Exercise the Warrant

The undersigned hereby irrevocably elects to exercise the attached
Warrant to purchase for cash,
of the
shares issuable upon the exercise of such Warrant, and requests
that certificates for such shares (together with a new Warrant to
purchase the number of shares, if any, with respect to which this
Warrant is not exercised) shall be issued in the name of

(Print Name)

Please insert social
security or
other
identifying
number
of registered holder
of
certificate ( _________________ )
Address:

Date:

----- ,

19

Signature*

*The signature on the Notice of Exerci.se of Warrant must correspond
to the name as written upon the face of the Warrant in every
particular without alteration or enlargement or any Change
whatsoever. When signing on behalf of a corporation, partnership,
trust or other entity, PLEASE indicate your position(s) and
title(s) with such entity.
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ASSIGNMENT FORM
To be signed only upon authorized transfer bf Warrants.

FOR VALUE RECEIVED, the undersigned hereby sells, assigns, and
transfers unto

the right to

purchase the securities of AlA Services corporation to which the
within Warrant relates and appoints

, attorney,

to transfer said right on the books of AlA Services corporation
with full power of substitution in the premises.

Dated:
(Signature)
Address:

12
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors
AlA Services Corporation:
We have audited the accompanying consolidated balance sheets of AlA Services
Corporation (an Idaho corporation) and subsidiaries as of December 31, 1994 and
1993, and the related consolidated statements of operations, stockholders' equity
(deficit) and cash flows for the years then ended. These consolidated financial
statements are the responsibility of the Company' s management.
Our
responsibility is to express an opinion on these consolidated financial
statements based on our audits.
The consolidated financial statements of AlA
Services corporation and subsidiaries as of December 31, 1992, before
restatement, were audited by other auditors whose report (dated February 26,
1993) on these statements included an explanatory paragraph that described the
accounting for an acquisition and subsequent sale discussed in Note 14 to the
consolidated financial statements.
We conduct~9 our audits in accordance with generally accepted auditing standards.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.
In our opinion, the 1994 and 1993 consolidated financial statements referred to
above present fairly, in all material respects, the financial position of AlA
Services Corporation and subsidiaries as of December 31, 1994 and 1993, and the
results of its operation and its cash flows for the years then ended in
conformity with generally accepted accounting principles. We also audited the
adjustments described in Note 14 that were applied to restate the 1992
consolidated financial statements.
In our opinion, such adjustments are
appropriate and have been properly applied.
As discussed in Note 1 to the consolidated financial statements, in 1994 the
Company adopted the provisions of the Financial Accounting Standards Board's
Statement of Financial Accounting Standards (SFAS) No. 115, "Accounting for
certain Investments in Debt and Equity Securities".
In 1993, the Company adopted the provisions of SFAS No. 109, "Accounting for
Income Taxes".

April 14, 1995
Portland, Oregon

AFFIDAVIT OF JOLEE DUCLOS

S7/;A
AIA0028168

AIA SERVICES CORPORATION
Consolidated Balance Sheets
December 31, 1994, 1993 and 1992
Assets

1993

1992
(Restated)

$43,066,538
432,566
350,514

$46,748,582
169,464
267,351

$39,506,813
1,100,134
194,176

6,676,813
250,712
878,680
1,158,635
4,394,438
3.716.265

8,322,448
148,004
1,025,545
1,483,806
7,482,857
4.265.663

8,620,330
285,617
1,124,748
4,036,975
6,450,677
5,143.755

560,925.161

569.913.720

566.463.225

$42,464,979
766,000
8,148,827
1,840,628
6,654,000

$53,656,376
850,000
5,294,742
2,564,452

$49,795,425
1,121,000
5,246,937
3,947,871

1,319,173

1. 355 ,114

59.874,434

63.681,143

61.466.347

1.903,101

1.992,200

1,851,500

1,033,380
771,318

1,018,729
507,177

1,018,729
507,177

(1,244,153)

(1,244,153)

(1,131,271)

(493,219)
(919,700)

6,762
3,948.262

302,025
2,448.718

(852.374)

4.236,777

3,145,378

$69.913,720

566.463,225

1994

Investments
Cash
Accrued investment income
Receivables, net of allowance of $198,184
($109,350 in 1993 and $57,898 in 1992)
Income taxes receivable
Prepaid expenses
Property and equipment, net
Deferred policy acquisition costs
Cost of insurance and licenses acquired
Total assets
Liabilities
Policy benefits and other policy liabilities
Unearned commissions
Accounts payable and accrued expenses
Mortgages and notes payable
Securities sold under agreement to repurchase
Deferred income taxes
Total liabilities
stated value preferred stock - redeemable and
convertible, no par value, 200,000 shares
authorized, 190,310 shares issued and
outstanding (199,220 in 1993 and 200,000 in
1992)

stockholders' Equity (Deficit)
Common stock - $1 par value, 5,000,000
shares authorized, 1,033,380, (1,018,729 in
1993 and 1992) issued and 973,334 (958,683 in
1993 and 964,131 in 1992) outstanding
Additional paid-in capital
Treasury stock, 60,046 shares at cost
(60,046 in 1993 and 54,598 in 1992)
Unrealized gains (losses) on securities
available for sale and equity securities, net
of deferred taxes of $(252,809) ($1,250 in
1993 and $44,949 in 1992)
Retained earnings (deficit)
Total stockholders' equity (deficit)
Total liabilities and stockholders' equity

560.925.161

The accompanying notes are an integral part of these consolidated financial statements.
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AlA SERVICES CORPORATION
Consolidated statements of Operations
For the Years Ended December 31, 1994, 1993 and 1992

Revenues
Insurance premiums earned
Ceded premiums

1994

1993

1992
(Restated)

$ 65,926,724
(31.564.3Q4)

$ 78,333,930
(30,580,549)

$ 65,863,651
(14,179,073)

28,362,420
5,297,684
2,431,298
108,922

47,753,381
6,420,246
3,134,192
119,174
13,311

51,684,578
4,475,354
6,366,515
118,915

JQ,20Q,J24

S:Z,44Q,JQ4

62,645,362

44,850,910
(26,644,775)

51,169,730
(20,180,866)

47,021,009
(11.363,846)

18,206,~35

8,548,150
15,086,671
329,260

30,988,864
9,720,663
14,865,193
262,246

35,657,163
6,634,533
16,013,911
380,044

42,170,216

55,!:j,3§,2§6

5a,685,651

Income (loss) before income taxes and
cumulative effect of income tax accounting
change
Provision for (benefit from) income taxes

(5,969,892)
(], 101. 930)

1,603,338
349,848

3,959,711
857,522

Income (loss) before cumulative effect of
income tax accounting change

(4,867,962)

1,253,490

3,102,189

Commissions
Net investment income
Administrative fees
Other
Total revenues
Benefits and expenses
policy benefits
Reinsurance recoveries

commission expense
General and administrative expense
Interest expense
Total benefits and expenses

Cumulative effect at January 1, 1993, of
income tax accounting change
Net income (loss)

394.554

S ,4.6Q:Z,222)

S

1,Q~a,QH

S J,lQ2,lB2

The accompanying notes are an integral part of these consolidated financial statements.
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AIA SERVICES CORPORATION

Consolidated statements of Cash Flows
For the Years Ended December 31, 1994, 1993 and 1992
1993

1994

cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income (loss) to net
cash (used in) provided by operating activities:
Depreciation and amortization
(Gain) loss on sale of property and equipment
Loss (gain) on sale of bonds and stocks
Gain on sale of insurance business
Loss on disposition of subsidiary
Gain on sale of intangibles
Change in assets and liabilities:
Accounts receivable
prepaid expenses
Deferred policy acqUisition costs
Accounts payable
Income taxes receivable and deferred taxes
Future policy benefits
Unearned commissions
Total adjustments

S (4,867,962) S 1,648,044

Net cash (used in) provided by operating activities
Cash flows from investing activities:
capital expenditures
Costs of acquiring new business
lrchase of securities held to maturity
proceeds from sale of securities held for investment
Principal received on securities held to maturity
Principal received on securities available for sale
p'roceeds from sale of securities available for sale
Disposition of subsidiary cash
Net cash used for transfer of group reserves
Proceeds from sale of property and equipment
Proceeds on sale of intangibles
Changes in assets:
Mortgage loans
Policy loans
Notes receivable
Short-term investments
other assets
Net cash used in investing activities

1,982,619
(91,815)
210,440

1,950,444
19,243
(909,634)

1,522,881
(3,919)
(2,900,049)
(765,531)

(100,000)

22,451
(6,928)

1,490,274
146,865
2,304,687
2,886,992
(1,167,888)
(6,426,084)
(84,000)
1,152,090

(4,498,710)
83,832
(1,645,882)
(497,213)
145,437
8,327,323
(21l.QQQ)
2, 119 ,~Hi~

(3,720,784)
(494,338)
(3,504,184)
1,930,855
1,055,202
7,877,063
1Q§.QQQ
1,lQ3.196

(3,715,872)

4,367,407

4,205.385

(880,369)
(54,521)
(5,244,787) (58,807,865) (69,725,598)
95,938,247
49,636,504
3,677,588
1,451,499
4,087,488
(17,212)
(24,381,053)
(4,765,313)
709,387
1,655,192
323/735
57,500
100,000
(197,514)

(381,158)

(769,009 )
(25,327)
72,200
(2,165,962)

119,206
(10,825)
(31,582)
4,711,044
(21,QQQ)
(4,036,001)

240,423
658,372
263,566
(5,581,983)
1.6:2:1
(3,197,328)

(1,141,394)

655,900
(2,012,618)

£1~,2:2Q)

(2,14Q,895)

Cash flows from financing activities:
Proceeds from borrowings
Repayment of borrowings
Issuance of common stock
Repurchase of common stock
Redemption of preferred stock

6,654,000
(723,824)
278,792

(112,882)
(7,8QQ)

(89,099)
6,119,869

Net cash provided by (used in) financing activities
~
increase (decrease) in cash
Cash at beginning of period
Cash at end of period

1992
(Restated)
$ 3,102.189

263,102
169d64:

S

~32.566

(1,262,Q76)

(1.35§,716)

(930,670)

(348,661)
1.44!;l,795

1,lQQ,1~4

S

162d64

S

l.lQQ,1~1

The accompanying notes are an integral part of these consolidated financial statements.
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AlA SERVICES CORPORATION
Notes to COnsolidated Financial statements
December 31, 1994, 1993 and 1992

Note 1 - Summary of Significant Accounting policies
Description of Business AIA Services COrporation (the Company) is an insurance holding company based in
Lewiston, Idaho.
Its principal business is marketing insurance products and
services to a captive market of over 450,000 ranchers and farmers, many of whom
are members of agricultural associations (Associations). The Company's current
products include group health and life insurance, long term care insurance and
college funding programs. These products are marketed through two subsidiaries,
AlA Insurance, Inc. and AlA KidAmerica, Inc. which had a total career agency
force of over 300 licensed agents as December 31, 1994.
The Company has established relationships with over 30 state and regional
Associations including the National Association of Wheat Growers, American
Soybean Association, and the National contract Poultry Growers Assoc:"ation.
These Associations were formed through the common interests of their members to
promote specific segments of the agriculture industry. They are the primary
recognized organizations representing the interests of grain growers, soybean
growers and poultry growers in the United States. The Company sells group health
insurance to these Associations and their members and provides administrative
services for such insurance.
During 1994, approximately 17,000 Association
members participated in group health programs either marketed and/or administered
by the Company.
The COmpany provides services to the Associations by acting as the marketer and
administrator for Association trusts through which group insurance programs are
made available to Association members. The Company also acts as the marketer and
administrator for a non-Association trust whose participants engage in farming,
ranching or other agriculture related businesses.
As part of the Company's
administrative duties, the COmpany collects Association dues through its regular
customer billing procedure, thereby creating an important link between the
Company and the Associations. In return, the Associations endorse the Company
and certain of its products and services, granting the Company a unique captive
market.
Principles of Consolidation The consolidated financial statements include the accounts of the Company_and its
wholly-owned subsidiaries: The Universe Life Insurance Company (Universe); Great
Fidelity Life Insurance COmpany (Great Fidelity), AlA Insurance, Inc. (AlA), AlA
Travel, Inc. (in 1993 and 1992), AlA Bancard Services Corporation, AlA
MidAmerica, Inc., AlA Pacific Marketing COrporation and Woodcom, Inc. (in 1992).
All material intercompany transactions have been eliminated in consolidatiop.
Investments Effective January 1, 1994, the Company adopted statement of Financial Accounting
Standards No. 115 (SFAS 115) "Accounting for certain Investments in Debt and
Equity Securities." SFAS 115 requires that investments in all debt securities
and those equity securities with readily determinable market values be classified
into one of three categories: held-to-maturity, trading or available-for-sale.
Classification of investments is based upon management's current intent. Debt
securities which management has a positive intent and ability to hold until
8
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AlA SERVICES CORPORATION
Notes to Consolidated Financial statements
December 31, 1994, 1993 and 1992

Note 1 - Summary of Significant Accounting policies (continued)
Investments (continued)maturity are classified as securities held-to-maturity and are carried at
amortized cost adjusted for unamortized premium or discount. Unrealized holding
gains and losses on securities held-to-maturity are not reflected in the
consolidated financial statements. Debt and equity securities that are purchased
for short-term resale are classified as trading securities. Trading securities
are carried at market value, with unrealized holding gains and losses included
in earnings. All other debt and equity securities not included in the above two
categories are classified as securities available-for-sale.
Securities
available-for-sale are carried at market value, with unrealized holding gains and
losses reported as a separate component of stockholders' equity, net of
applicable income taxes.
At December 31, 1994, the Company did not have any
investments categorized as trading securities. Ad5ption of this statement had
no effect on the income of the Company.
Prior to 1994, investments in debt securities were carried at amortized cost,
equity securities were carried at market value and short-term investments were
carried at cost. Changes in unrealized holding gains and losses resulting from
the revaluation of equity securities were reported as direct increases and
decreases in stockholders' equity, net of applicable income taxes. Unrealized
holding gains and losses of fixed maturi.ties and short-term investments were not
recognized in the consolidated financial statements.
The Company's carrying value for investments in the held-to-maturity and
available-for-sale category is reduced to its estimated realizable value if a
decline in the market value is deemed other than temporary. Such reductions in
carrying value are recognized as realized losses and charged to income. Premiums
and discounts on debt securities are amortized over the life of the security as
an adjustment to yield using the effective interest method. Realized gains and
losses on disposition of investments are included in net income. The cost of
investments sold is determined on the specific identification method.
Mortgage-backed securities represent participating interest in pools of first
mortgage loans originated and serviced by the issuers of the securities. These
securities are carried at unpaid principal bala~ces, adjusted for unamortized
premiums and unearned discounts. Premiums and discounts are amortized using a
method that approximates the level yield method over the remaining period to
contractual maturity, adjusted for antiCipated prepayment.
Mortgage loans and policy loans are carried at unpaid principal balances. Real
estate is carried at cost less depreciation.
Depreciation is provided on a
straight-line basis over the estimated useful life of 31 to 40 years for
buildings.
Deferred Policy Acquisition Costs Costs of acquiring insurance business which vary with and are primarily related
to the production of such business are deferred and amortized over the period the
related premiums are recognized.
Such costs include commissions and certain
expenses related to policy issuance and underwriting.
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AlA SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31, 1994, 1993 and 1992

Note 1 - Summary of Significant Accounting Policies (continued)
Property and Equipment Property and equipment are carried at cost less accumulat~d depreciation. Where
applicable, cost includes interest and real estate taxes incurred during
construction and other construction related costs.
Depreciation is computed
principally by the straight-line method using lives of 31 to 40 years for
buildings and five to seven years for equipment.
Cost of Insurance and Licenses Acquired The cost of licenses acquired is being amortized on a straight-line basis over
30 to 40 years.
The cost of insurance acquired is being amortized over the
premium-paying period of the related policies, estimated to be 5 to 15 years.
Policy Benefits and Other Policy Liabilities ordinary life insurance and annuity policy benefit liabilities are computed on
a net level premium method using assumptions with respect to current investment
yield, mortality, morbidity, withdrawal rates, and other assumptions determined
to be appropriate as of the date the business was issued or purchased by the
Company. Such estimates were based upon past experience adjusted to provide for
possible adverse deviation from the estimates.
Reserves for the Universal Benefit (UB), the Withdrawal Value (WV), and the
Supplemental Benefit Accumulation (SEA) components of the group accident and
health insurance contracts are computed on a graduated scale from 25 percent to
100 percent of the certificateholders' UB, WV, or SEA balances over a IS-year
period. Using the graduated scale in effect discounts the reserve for expected
withdrawals and therefore takes credit for expected surrender charges. However,
this is done on a conservative basis.
While this is not as conservative as
reserving at full account value, it is reasonable, sound, and consistent with
actuarial principles.
The liability for unpaid claims is an estimate of payments to be made on
insurance claims for reported losses and estimates of incurred but not reported
claims.
Reinsurance
In 1993, the Company adopted Statement of Financial Accounting Standards No. 113,
"Accounting and Reporting for Reinsurance of Short-Duration and Long-Duration
Contracts" (SFAS 113). Reinsurance receivables and prepaid reinsurance premiums
are accounted for and reported separately as assets, net of valuation allowance,
rather than being deducted from the liability for future policy benefits and
claims. The cost of reinsurance related to long-duration contracts is accounted
for over the life of the underlying reinsured policies using assumptions
consistent with those used to account for the underlying policies. Contracts not
resulting in the reasonable possibility that the reinsurer may realize a
significant loss from the insurance risk assumed generally do not meet the
conditions for reinsurance accounting and are to be accounted for as deposits.
Reinsurance premiums ceded and reinsurance recoveries on benefits and claims
incurred are deducted from the respective income and expense accounts.
10
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AlA SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31, 1994, 1993 and 1992

Note 1 - Summary of Significant Accounting Policies (continued)
Recognition of Revenues and Costs Premiums on life insurance are recognized as revenue when due. Benefits, losses
and related expenses are matched with earned premiums in order to recognize
income over the term of the contracts. This matching is accomplished by means
of the provision for future policyholder benefits, estimated unpaid losses and
the amortization of deferred policy acquisition costs.
Commission income is
recognized ratably over the policy period.
Administrative Fees ALA, a significant subsidiary, is a group health and life insurance administrator
conducting most of its business through various trusts which accumulate and
invest premiums collected for the policy groups. These trusts include the Grain
Growers Association Membership and Insurance Trust, the National Growers and
stockmens Group Trust, the American Independent Agricultural Producers Trust,
the American Soybean Association Membership and Insurance Trust, and the National
Contract Poultry Growers Membership and Insurance Trust.
The Company also
provides administrative and data processing services for these trusts.
All
administrative fees earned result from such arrangements.
Income Taxes The Company files separate consolidated income tax returns for its life insurance
and non-life insurance subsidiaries. The life insurance subsidiaries qualify for
a "small life insurance company" deduction of 60 percent of taxable income.
Effective January 1, 1993, the Company adopted SFAS 109 and has reported the
cumulative effect of the change in the method of accounting for income taxes in
the 1993 consolidated statement of income.
Under the asset and liability method
of SFAS 109, deferred tax assets and liabilities are recognized for the future
tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax
bases. Deferred tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. Under SFAS 109, the effect
on deferred tax assets and liabilities of a change in tax rates is recognized in
income in the period that includes the enactment date.
Pursuant to the deferred method under APB Opinion 11, which was applied in 1992
and prior years, deferred income taxes are recognized for income and expense
items that are reported in different years for financial reporting purposes and
income tax purposes using the tax rate applicable for the year of the
calculation.
Under the deferred method, deferred taxes are not adjusted for
subsequent changes in tax rates.
Cash Equivalents Cash equivalents are comprised of cash and funds temporarily invested (with
original maturities not exceeding three months) as part of the Company's
management of day-to-day operating cash receipts and disbursements.

11
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AlA SERVICES CORPORATION
Notes to Consolidated Financial statements
December 31, 1~94, 1993 and 1992

Note 1 - Summary of Significant Accounting Policies (continued)
Reclassification Certain amounts in the 1993 and 1992 financial statements have been reclassified
to conform to the current presentation.
Note 2 - Investments
As discussed in Note 1, the Company adopted SFAS 115 on January 1, 1994, and
classified 34% of its debt securities as available for sale, with the balance
classified as held to maturity.
In accordance with this statement, the prior
year financial statements have not been restated to reflect this change in
accounting principle. Prior to 1994, debt securities were carried at amortized
cost and equity securities were carried at market value. Valuing debt securities
at market value decreased stockholders' equity $39,179 at January 1, 1994, net
of related~income taxes of $20,183.
currently, 25% of the Company's debt securities are categorized as available for
sale and are valued at market. The accounting required by SFAS 115 can cause
significant volatility in the carrying val~e of these securities and will affect
various financial calculations which are dependent on stockholders' equity, such
as return on equity.
statement of Financial Accounting Standards No. 119, "Disclosures About
Derivative Financial Investments and Fair Value of Financial Investments",
requires additional disclosures concerning derivative financial investments which
have off-balance sheet risk.
The Company owns no financial investments which
fall within the scope of this statement.
The amortized cost, market, and statement value of investments as of December 31,
1994, follows.
The market values are based on quoted market prices, where
available, or on values obtained from independent pricing services.

12
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AlA SERVICES CORPORATION
Notes to Consolidated Financial statements
December 31, 1994, 1993 and 1992

Note 2 - Investments (continued)
statement
Value

Cost

Market
Value

$ 5,140,090
20,823,713
850.829

$ 4,904,025
19,285,272
802.62Q

26.814.632

524.991,917

Available-far-sale
Bonds:
Government:
Mortgage-backed securities
Preferred stocks
Common stocks

8,490,444
245,474
426,787

$ 7,748,984
245,474
422,219

Total available-far-sale

9,162,705

S 8,416.677

Mortgage loans on real estate
Real estate (net of accumulated
depreciation of $94,936)
Policy loans
Short-term investments
other invested assets

3,501,780

3,501,780

172,421
36,152
4,086,926
37.950

172,421
36,152
4,086,926
37,950

543.812,566

543,066.538

Held-to-maturity
Bonds:
Government:
U.s. Treasury bonds
Mortgage-backed securities
Corporate bonds
Total held-to-maturity

$26,814,632

8,416,677

At December 31, 1994, 1993 and 1992, investments with a statement value of
$3,620,619, $3,327,823 and $2,836,701, respectively, are on deposit with certain
state insurance departments in order to meet regulatory requirements.
At December 31, 1994, bonds with a cost of $8,490,444 (market value of
$7,748,984) were held as collateral at a bank for borrowed money and are subject
to a repurchase agreement (see Note 8). In addition, a U.s. Treasury note with
a statement value of $729,471 and $732,984 at December 31, 1994 and 1993,
respectively, was held in a Texas district court as security for payment of a
judgment currently under appeal (see Note 21).
The amortized cost, market values and statement values of investments at December
31, 1993, were as follows:

13
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AIA SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31, 1994, 1993 and 1992

Note 2 - Investments (continued)

Bonds:
Government:
U.S. Treasury bonds
Mortgage-backed securities
corporate bonds
Total bonds

Preferred stocks
Common stocks
Mortgage loans on real estate
Real estate (net of accumulated
depreciation of $630,454)
Policy loans
Short-term investments
other invested assets

Amortized
Cost

Market
Value

statement
value

$ 3,529,158
36,412,460
100,000

$ 3,802,429
36,146,435
103,994

$ 3,529,158

40,041,618

540,052,858

40,041,618

245, 474
93, 2 1
2,732,771

:!!!$=~2,;:!4~5~,,;:!4:f7~4

245,474
101,213
2,732,771

°

~S==1~0~1~,~2~1~3

36,412,460
100,000

1,674,717
10,825
1,920,964
21,000

1,674,717
10,825
1,920,964

S46,740,570

546,748,582

21,000

The amortized cost, market values and statement values of investments at December
31, 1992, were as follows:

Bonds:
Government:
U.S. Treasury bonds
Mortgage-backed securities
Public utilities
Convertible
Corporate bonds
Total bonds

Common stocks
Mortgage loans on real estate
Real estate (net of accumulated
depreciation of $567(234)
Short-term investments

Amortized
Cost

Market
Value

statement
Value

$ 2,835,237
23,881,996
1,437,555
900,000
607,608

$ 2,905,184
24,004,403
1,471,281
900,000
607,825

$ 2,835,237
23,881,996
1,437,555
900,000
607,608

29,662,396

529,888,693

29,662,396

818,543

818,543
633,194

471,569
633,194

S

1,766,205
6,626,475

1,766,205
6,626,475

S32,1;i2,832

S39,206 ,813
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AlA SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31, 1994, 1993 and 1992

Note 2 - Investments (continued)
Gross unrealized gains and losses, which represent the difference between market
value and statement value on the Company's securities, at December 31, 1994, are
summarized as follows:
Gross
Unrealized
Losses

Gross
Unrealized
Gains
Held-to-maturity securities:
Bonds:
U. S. Government
Mortgage-backed
Corporate

32,062

(236,065)
(1,570,503)
(48,209)

32,022

Sp,854,:Z:Z:Z)

$

$

S
Available-far-sale securities:
Bonds:
Mortgaged-backed
Common stock

$

$

(741,460)
(16,734)

S

<758,194)

12,166

S

12,166

Gross unrealized gains and losses of debt and equity securities held at December
31, 1993 and 1992, are as follows:
l223
Gross
Gross
Unrealized Unrealized
Qa1Il~

United States Government and
Government agencies and
authorities
Public utilities
All other corporate bonds

Equity securities

$

331,712

1292
Gross
Unrealized
Qa1D~

LQ~~~~

335,706

S

8,012

LQ~~~~

$ (324,466) $

230,755
34,717
3,717

$

(38,401)
(991)
(3,500)

S (324, 466) S

269,189

S

(42,822)

S

371,419

S

£24,!H,5)

3,294
S

Gross
unrealized

S

The amortized cost and estimated market value of debt securities segregated,by
held-to-maturity and available-far-sale at December 31, 1994, by contractual
maturity, are shown below.
Expected maturities may differ from contractual
maturities because borrowers may have the right to call or prepay obligations.
Securities not due at a single maturity date are collateralized mortgage
obligations of government backed securities which have principal payments
throughout the life of the investment, the timing of which may vary with market
conditions.

15
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AlA SERVICES CORPORATION

Notes to Consolidated Financial Statements
December 31, 1994, 1993 and 1992

Note 2 - Investments (continued)
b,vailablg fm:: Sal~
Estimated
Amortized
Market Value
cost

Held tQ ,Mat1u::ity
Amortized
Estimated
Cost
Market Value
contractual maturity:
Due one year or less
100,070
$
Due one through five years 2,967 1 016
Due six through ten years
3,129,771
Due after ten years
Not due at a single
maturity date
20.617,775

$

526,814,632

99,180
2,816,262
3,029,203

-

$

$

19,047,272

8,490.444

7.748.984

524,921.917

:Ii 8,490,4,11: 5

7,74S,984

Investment income consists of the following:

1993

1994
Bonds
Preferred stocks
Common stocks
Mortgage loans
Policy loans
Real estate
Short-term investments
Other

$ 1,778,299
24,547

$ 3,310,073
(427,233)
44,238
247
143,835
170,764
34.248

236,588
1,820
167,173
123,780
161, 113

1992
$ 6,367,928
7,546
70,722
49,933
100,797
207,858
35.692

2,493,320
62.022

3,276,172
141,980

6,840,476
473,961

S 2,43l,,228

S 3,l34,192

:Ii 6,366,515

Less investment expenses

Realized gains and losses on investments are as follows:

1993

1992

$1,504,375
(629.506)

$3,076,328
(172,360)

5

52,903,968

1994
Gross gains
Gross losses

$

421,910
(440,536)

S

118.626)

874,869

Proceeds from the sales of fixed maturity securities during 1993 and 1992 were
$49,449,737 and $95,750,897, respectively.
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AlA SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31, 1994, 1993 and 1992
Note 3 - Property and Equipment
Property and equipment used by the Company consists of the following:
1993

1992

119,425
2,342,728
1,418,655

$2,560,993
1,737,843
1.418,655

3,942,349
2,783,714

3,880,808
2.397,002

5,717,491
1.680,516

:Sl.l~El. 63~

Sl,~83,8Q6

S~,Q3fi,92~

1994

Company occupied properties
Furniture and equipment
Transportation equipment

$

Less accumulated depreciation

119,617
2,404,077
1,418,655

$

Note 4 - Real Estate Under Lease Agreements
Prior to June, 1994, the Company leased commercial office space as lessor under
various agreements with terms ranging from one to five years. Such leases were
accounted for under the operating method. The Company paid taxes and insurance
on the buildings and provided for their general maintenance.
The cost of real estate and its related accumulated depreciation under operating
leases was $1,701,550 and $541,998 at December 31, 1993, and $1,696,728 and
$485,080 at December 31, 1992 (see Note 16).
Note 5 - Policy Benefits and other Policy Liabilities
Policy benefits and other policy liabilities at December 31 are as follows:
1994

Future policy benefits
Unpaid claims
Other policy liabilities

1992

$35,562,677
6,696,155
206,147

$42,090,642
11,121,023

444,711

$39,969,739
9,111,098
714,588

542,464,919

S53,656,376

549,795,425
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AlA SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31, 1994, 1993 and 1992

Note 5 - Policy Benefits and other Policy Liabilities (continued)
Activity in the liability for claims in the course of settlement and unrecorded
claims as it applies to accident and health policies are as follows:
1994

Balance, beginning of year,
accident and health
Less reinsurance recoverable

$ 10,913,134
(4 r 466,372)

Net balance, beginning of year

1993

$

9,003,557
(1.756.868)

1992

$

8,968,835
(1. 789,958)

6,446,762

7,246,689

7,178,877

Incurred related to:
Current year
Prior years

22,209,263
1,129,747

26,895,351
2,847,435

27,127,584
3,427,573

Total incurred

23,339,010

29,742,786

30,555,157

Paid related to:
Current year
Prior years

19,315,147
6,962,060

21,027,841
9,514,872

21,207,235
9,280,110

Total paid

26,277,207

30,542,713

30,487,345

Net balance, end of year
Plus reinsurance recoverable

3,508,565
3,178,52Q

6,446,762
4,466,372

7,246,689
1.756,866

Balance, end of year, accident
and health

6,687,155

10,913,134

9,003,557

9,000

207,889

107,541

6-,696,155

S 11.121.023

Net life claims liability
Total unpaid claims, end of
year
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Note 6 - Reinsurance
In the ordinary course of business, the Company assumes and cedes reinsurance
with other insurers and reinsurers. These arrangements provide the Company with
a greater diversification of business and generally limit the maximum exposure
on death and other policy benefits. A summary of significant reinsurance amounts
affecting the accompanying financial- statements for the years ended December 31,
1994, 1993, and 1992, is presented below. The ceded balance sheet amounts have
been classified as assets in the accompanying financial statements in accordance
with the provisions of Statement 113.
1993

1994

Assumed
Balance sheets
Nonaffiliates:
Future policy
benefits and claims:
Life
Accident and health
Policy and contract
claims
Annuities
Amounts recoverable
from reinsurers

$
2,226,919
5,456
5,152,058

701,180

$

$

137,301
3,242,880
6,274
5,630,492

15,520

Reinsurance receivables
Statements of operations:
Nonaffiliates:
Life insurance
premiums
Accident and health
insurance premiums
Benefits and claims
Commission and
expense allowances
on reinsurance ceded

$

$

Ceded

Assumed

Ceded

$
6,040,432
5,770

26].489

97.705

55,162.336

56,143,907

980,350

$

696,473

$ 1,045,710

7,770,962
6,003,065

36,583,956
26,644,775

7,808,436
4,905,489

29,534,839
20,180,866

1,822,615

9,210,461

2,149,329

6,993,197
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Note 6 - Reinsurance (continued)
1992

Ceded

Assumed
Balance sheets:
Affiliates:
Future policy benefits and claims:
Life
Accident and health
Annuities
Nonaffiliates:
Future policy benefits and claims:
Accident and health
Policy and contract claims
Amounts recoverable from reinsurers

$

95,620
2,838,849
5,502,759

$

3,400,443
17,507
2,510,847

9,412

S5,928,797

Reinsurance receivables
Statements of operations:
Affiliates:
Life insurance premiums
Aceident and health insurance premiums
Benefits and claims
Commission and expense allowances on
reinsurance ceded
Nonaffiliates:
Life insurance premiums
Accident and health insurance premiums
Benefits and claims
Commission and expense allowances on
reinsurance ceded

$

269,890
6,377,966
4,788,512

$

1,721,919
315,828
40,953

562,406
13,616,667
11,363,846
4,862,799

The Company evaluates the financial condition of its reinsurers and monitors
concentrations of credit risk ar~s~ng from similar geographic regions,
activities, or economic characteristics of the reinsurers to minimize its
exposure to significant losses from reinsurer insolvencies. Amounts for ceded
future policy benefits and claims would represent a liabili~y of the company in
the unlikely event that its reinsurers would be unable to meet existing
obligations under reinsurance agreements.
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Notes to Consolidated Financial Statements
December 31, 1994, 1993 and 1992

Note 7 - Mortgages and Notes Payable
Mortgages and notes payable consist of the following:
1992

1993

1994

Mortgages on real estate - 11.75% due
2004

$

Notes payable:
Bank loan - at prime plus 1%, due
1996, collateralized by Universe
stock and certain cash balan€es,
restructured July 1994
Term loans - 8% to 10.5%, due 1998 to
2004, collateralized by equipment

81,147

$

317,694

$

357,303

1,055,711

1,381,234

2,274,626

703,770

865,524

1. 315,942

S 1,840,628

S 2,564,452

S 3,947,871

At December 31, 1994, the prime rate was 8.25%.
Aggregate maturities of
mortgages and notes payable over the next five years are as follows:
1995
1996
1997
1998
1999

$

485,618
683,032
65,984
73,279
80,883
451.832

$

1.840,628

Thereafter

Mortgages and notes payable at December 31, 1994,
personally guaranteed by the majority stockholders.

of $1,055,711 have been

Note 8 - Securities Sold Under Acrreement to Repurchase
At December 31, 1994, Universe had $6,654,000 of borrowed money collateralized
by certain mortgaged-backed securities subject to a repurchase agreement with a
bank.
The loan has an interest rate of 7.92% and is due on July 17, 1995.
Beginning February 15, 1995, Universe will begin monthly payments of the greater
of $300,000 or a total of monthly principal and interest payments received on the
underlying securities.
Note 9 - Stated value Preferred stock
The Company has 190,310 outstanding shares of no par, nonparticipating stated
value preferred stock (199,220 in 1993 and 200,000 in 1992).
Pursuant to the preferred stock agreement, the holder of the preferred stock had
the right to require the Company to redeem the stock at any time after september
14, 1993. The right was exercised by giving the company written notice of demand
for redemption effective December 2, 1993.
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Note 9 - Stated Value Preferred stock (continued)
The Company is redeeming the preferred shares at $10 per share over a fifteen
year period with interest at 1 1/2% below the First Interstate Bank of Idaho,
N.A., prime rate, adjusted quarterly. The Company redeemed 8,910 shares in 1994
and 780 shares in 1993.
On February 1, 1995, the Company agreed to restructure the redemption over a tenyear period with interest at 1/4% above the First Interstate Bank of Idaho, N.A.
prime, adjusted quarterly (see Note 19).
The redemption over the next five years as currently agreed is as follows:
1995
1996
1997
1998
1999
Thereafter

$

149,710
160,6.74
175,311
191,281
208,706
1.017,419

$1,903,101

If the Company dissolves, the preferred stock has liquidating preference over
common shareholders in amounts equal to its redemption value. The holder of the
preferred stock has the right, voting separately as a class, to elect one member
to the Board of Directors.
Note 10 - Regulatory Requirements and Restrictions
Generally, the net assets of Universe and Great Fidelity available for transfer
to the Company are limited to the amounts by which the net assets exceed minimum
capital requirements.
Under Idaho insurance law, dividends may be paid by Universe only from profits
or earned surplus and require Idaho Insurance Department (Department) approval
if the dividend is in excess of the greater of 10 percent of surplus or net gain
from operations of the prior year. Universe may not pay a dividend without prior
approval from the Department.
Under Indiana insurance law, the m~nkmum statutory capital and surplus required
is $450,000. Great Fidelity may not pay dividends that reduce surplus to less
than 50% of capital stock.
Extraordinary dividend payments which exceed the
greater of the net gain from operations or 10 percent of surplus from the
preceding year require approval from the Indiana Commissioner of Insurance.
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Note 10 - Regulatory Requirements and Restrictions (continued)
Universe and Great Fidelity file Annual statements with the Department of
Insurance of the State of Idaho and Indiana, respectively, prepared on the basis
of accounting practices prescribed or permitted by such regulatory authorities.
Prescribed statutory accounting practices include a variety of publications of
the National Association of Insurance Commissioners (NAIC), as well as state
laws, regulations and general administrative rules.
Permitted statutory
accounting practices encompass all accounting practices not so prescribed. The
Company has no material permitted statutory accounting practices.
The following reconciles the statutory net income and statutory capital and
surplus of Universe and Great Fidelity, as filed with regulatory authorities, to
the net loss and stockholders' deficit included in the accompanying consolidated
financial statements based on generally accepted accounting principles (GAAP) for
the year ended December 31, 1994:
Net Income

(155,235)

Statutory net loss
Adjustments to reconcile to the basis of GAAP:
Future policy benefits
Gain on sale of GUH business
Deferred incQme taxes
Depreciation and amortization
Deferred gain on sale of real estate
Loss on sale of real estate
Deferred acquisition costs
Prepaid expenses
Interest maintenance reserve
Other

$

Net income in accordance with GAAP

S (4,651,5Q9)
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Note 10 - Regulatory Requirements and Restructions (continued)

Stockholders' Equity
statutory capital and surplus
Cumulative effect of adjustments to reconcile to the
basis of GAAP:
Deferred acquisition costs
Non-admitted assets
Asset valuation reserve
Interest maintenance reserve
Future policy benefits
Difference between amortized cost and fair value of
debt and equity securities available for sale, net of
deferred taxes
Prepaid expenses
Property and equipment, net
Cost of insurance and licenses acquired
Deferred income taxes
Accounts receivable
Accounts payable
stockholders' equity in accordance with GAAP

$ 4,182,781

1,967,862
2,258,593
1,112,480
824,369
(3,398,644)

(493,219)
295,914
34,097
181,358
(823,443)
(917,159)
1,769,627
S6,994,616

The GAAP net income and stockholders' equity above, do not agree with the
consolidated financial statements due to consolidation elimination entries.
Note 11 - Employee Benefit Plans
Options for 12,500 shares of common stock, exercisable at $3.65 per share, were
granted at fair market value to certain corporate officers under a nonqualified
stock option plan in 1987.
In return, such officers agreed to loan the Company
an amount not to exceed $90,000 in the aggregate, if certain earnings targets are
not achieved over a seven-year period beginning in 1987.
The loans are
convertible to common stock at $3.65 per share. None of these options have been
exercised and no loans have been made.
The Company maintains a profit sharing retirement plan with an IRS Code Section
401(k) feature covering substantially all employees who have completed one year
of service. Employee elective deferral contributions are 100% vested and Company
contributions are fully vested after seven years of participation. The Company's
contribution to the plan was $196,808 in 1994, $172,187 in 1993 and $203,889 in
1992.
The Company has an employee stock ownership plan covering employees who have
completed one year of service. Employees are fully vested after five years of
participation. The Company contributed $220,250, $85,268, and $188,059 to the
plan in 1994, 1993 and 1992, respectively.
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Note 11 - Employee Benefit Plans (continued)
The Company also has an agents' stock ownership plan.
to the plan in 1994, 1993 or 1992.

No contributions were made

Note 12 - Operating Leases
The Company leases data processing and office equipment as lessee under lease
agreements which are accounted-for as operating leases. The data processing and
office equipment leases expire over the next five years. Effective January I,
1994, the Company entered into a 15 year lease of its home office building. In
roost cases, management expects the leases to be renewed or replaced by other
leases.
Minimum lease payments required under operating leases that have initial or
remaining noncancellable lease terms in excess of one year as of December 31,
1994, are as follows:
1995
1996
1997
1998
1999
Thereafter

$ 871,027
501,952
276,120
276,120
284,040
2,655,7l0
$4,864,969

Total rent expense for all operating leases was $1,041,382 in 1994, $755,277 in
1993, and $741,536,in 1992.
Note 13 - Income Taxes
The provision for income taxes consists of the following:
1993

1994
Current
Deferred
Provision for (benefit from) income
taxes

$

(36,816)

$

(8,765)
358,613

$

42,169
815,353

S

342,848

S

857,522

( 1. 065,114)

$(1.101.930)

1992

Deferred income taxes for 1994 and 1993 reflect the impact of "temporary
differences" between amounts of assets and liabilities for financial reporting
purposes and such amounts as measured by tax laws.
Temporary differences are
determined in accordance with SFAS 109 and are more inClusive in nature than
"timing differences" as determined under previously applicable accounting
principles.
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Note 13 - Income Taxes (continued)
deferred tax assets

The significant components of the Company's net
liabilities are summarized as follows:

1993

1994

Deferred tax assets:
Policy reserves
Net unrealized losses on available for sale
securities
Net operating loss carryforwards
Other
Deferred tax liabilities:
Deferred policy acquisition costs
Tax over book depreciation and amortization
Deferred gains on installment sales of real
estate
Other
Valuation allowance
Net deferred tax liability

1,718,306

$

and

1,884,928

$

253,650
1,290,304
21fi,215
3.508,475

875,941
J6Q,222
3,141,491

(1,208,213)
(608,771)

(2,387,229)
(1,050,963)

(344,639)
(66,2 8 5)
C2.227.908)

(204,270)
(4Q.51Q)
t3,663,OO2)

(1,280.567)

(777.222)

S (1,Jl2.1:Z:3)

S

The change in the valuation allowance for the year ended December 31, 1994 was
$502,905. The valuation allowance did not change in 1993.
The Company's effective income tax rate on pre-tax income before the cumulative
effect of changes in accounting principles is lower than the prevailing corporate
federal income tax rate and is summarized as follows:
1993

1994

Corporate federal income tax
at statutory rate
Small life insurance company
recapture (deduction)
Net operating loss not providing current
tax benefit
Change in valuation allowance
Other

$(2,029,763)
178,203

1992

$545,135 $1,346,302
(58,976)

(487,133)
108,075

502,904
246,753
$(1,101.903)

(1J2.J11)
S342,848

(109.722)

s

657,522

Net operating loss carryforwards are available to offset taxable income prior to
their expiration in 2009 as follows:
AlA Services Corporation, non-life consolidated group
The Universe Life Insurance Company, life consolidated group
AlA Insurance, Inc., separate company
26
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Note 13 - Income Taxes (continued)
The Company has alternative minimum tax credit carryforwards which are available
to offset future regular taxes that are in excess of future alternative minimum
tax~s as follows:
The Universe Life Insurance Company, life consolidated group
AlA Insurance, Inc., separate company

S33,000
S 6,600

Note 14 - Acquisitions and Dispositions
During 1994, Universe entered into various agreements with The Centennial Life
Insurance Company (Centennial), pursuant to' which Universe sold its group
univeral health (GUH) business.
Under a transfer agreement and related
reinsurance agreements, Universe is transferring its GUH underwriting risk to
Centennial for consideration with an expected present value of $4.9 million,
subject to the profitability of the existing business. At December 31, 1994,
approximately 44% of the existing GUB business has been transferred. Universe
has paid Centennial $4.8 million in cash and has also recorded a $3.7 million
payable to Centennial at December 31, 1994. In return, Centennial has assumed
aggregate reserves of $8.3 million.
The remaining GOO business will be
transferred in mid-1995. No gain or loss was recognized on the transfer. The
consideration will be reported as received over the next five years.
In June 1992, Universe sold its life and annuity business for $1,700,000 and
recognized a loss of $130,900.
In January 1992, Great Fidelity sold its Medicare supplement insurance business
for a total consideration of $1,358,000 and recognized a gain of $795,000. In
June 1992, Great Fidelity sold its annuity business for a total consideration of
$417,500 and recognized a gain of $102,000 on the block of business in accordance
with values determined at the acquisition date.
At December 31, 1991, the Company had receivables from Woodcom, Inc., a company
related by common ownership, of $276,683. Effective January I, 1992, the pompany
received a 65 percent ownership in Woodcom Inc. by exchanging its receivables for
common and preferred stock and by purchasing additional common shares from two
of its shareholders. At December 31, 1992, the Company received a deposit of
$135,525 from Woodcom, Inc. for the repurchase of the common shares.
The
transaction was approved by the Federal Communications Commission on July 2,
1993.
Woodcom's net income for the six months of 1993 of $13,311 has been
included in the accompanying consolidated financial statements for 1993.
On July 11, 1991, Universe acquired all of the outstanding stock of Great
Fidelity. The acquisition was accounted for as a purchase and, accordingly, the
assets and liabilities were recorded at their fair values at the date of
acquisition.
The excess of the purchase price over the net tangible assets
acquired was $7,276,000 and was allocated to identifiable intangible assets based
on management's estimates of relative fair market values at the date of
acquisition.

AFFIDAVIT OF JOLEE DUCLOS

27

573ft,
AIA0028192

AlA SERVICES CORPORATION
Notes to Consolidated Financial Statements
December 31, 1994, 1993 and 1992

Note 14 - Acqyisitions and Dispositions
The accompanying consolidated financial statements for 1992 have been restated
to correct the allocation of the excess purchase price to the identifiable
intangible assets made in 1991.
The acquisition price of the life insurance
block of business sold in 1991 has been corrected from $678,000 to $2,060,000.
The effect of the restatement was to increase net income for 1992 by $347,775,
net of income tax of $71,000. Retained earnings at the beginning of 1992 has
been adjusted for the effects of the restatement on prior years.
Note 15 - Related Party Transactions
The Company had transactions with stockholders as follows:

Receivable from stockholders, January 1
Advances
Reductions

$

Receivable from stockholders, December 31 S

1992

1993

1994

595 $ 1,165,105
231,015 $
832,113
633,728
384,941
(403,308) (1.996,623)
(271. 742)
344,214

S

231,015

S

595

The Company purchased 54,598 shares of treasury stock during 1992 at a price of
$20.72 per share from two shareholders in satisfaction of $1,131,271 in
receivables. The price per share was based on an independent appraisal of the
fair market value of the stock.
On December 30, 1992, Universe received a liquidation dividend from United
Partners Life Insurance Company, an affiliate, in the amount of $137,546.
Note 16 - Sale of Real Estate
On May 17, 1994, Universe sold a commercial office building held for investment
purposes for $980,000. Universe received three mortgage notes secured by deeds
of trust on unrelated properties with aggregate principal balances of $900,000
and interest rates from 7 to 8% per annum. The balance was received in cash.
The Company recognized a loss of $226,068 on this sale.

On March 29, 1994, Universe sold 8.3 acres of undeveloped commercial property for
$657,000 cash and recognized a gain of $288,026.
On December 30, 1993, Universe sold its home office building for $2,650,000.in
connection with a sale and leaseback agreement. Universe received a note secured
by a deed of trust for $1,987,500 at 8% per annum and the balance in cash. AlA
entered into a 15 year lease with an option to purchase the property. Universe
reported a deferred gain of $492,629 in 1993 which is being recognized over the
term of the lease. Universe recognized $32,842 of the deferred gain in the 1994
statement of operations.

AFFIDAVIT OF JOLEE DUCLOS

28

~737
AIA0028193

AlA SERVICES CORPORATION
Notes to Consolidated Financial statements
December 31, 1994, 1993 and 1992

Note 17 - Supplemental Cash Flow Information
Cash paid for interest and income taxes was as follows:
1993

1994

Interest

S

353.455

S

Income tax refund

S

(65,958)

S (190,143)

254.698

1992
S

393,946

$ (197,641)

Note 18 - Regulatory Matters
An examination of Universe, initiated in september 1993 for the two year period

ended December 31, 1992, was conducted jointly by the Idaho, Nevada and Texas
insurance departments. Although the examination report has yet to be issued, the
examiners proposed significant accounting changes which would have been
detrimental to Universe, as follows:
The examination proposed that the valuation for statutory accounting purposes
of AIA common stock be reduced from its cost basis to its GAAP book value, net
of all deferred acquisition costs.
This proposed adjustment would cause a
$5,706,713 statutory write-down of the carrying value of AIA.
The examiners proposed that the aggregate reserves for the GUH business be
increased from $13,848,500 to $18,411,137 on an aggregate basis, before
reinsurance credits. Universe's reserves equal the estimated present value of
future policyholder liabilities. The examiners' proposed reserves equal the
maximum policy liability.
This adjustment would have had the effect of
redu~ing Universe's capital and surplus by a corresponding amount.
Based on the proposed examination adjustments to Universe and other issues, the
Texas Department of Insurance (TDI) issued an ex parte cease and desist order
against Universe in March 21, 1994; suspending Universe's ability to conduct
business in Texas.
Universe is commercially domiciled in Texas.
An initial
consent order effective May 17, 1994, superseded this cease and desist order,
allowing Universe to resume sales in Texas.
As a result of the cease and desist order, Universe has been subjected to a show
cause order, suspension hearings, and other administrative actions in several
other states. At the present time, Universe has agreed to suspend new sales in
some states on a voluntary basis until the valuation of its investment in AlA
stock and other examination issues are settled.
In addition, Universe
voluntarily allowed the suspension of its certificates of authority in three
states pending resolution of the examination issues.
Universe negotiated the settlement of the TDl cease and desist order; and by
Consent Order issued on October 10, 1994, the earlier cease and desist order was
superseded in its entirety. TDI abandoned the proposed adjustment for increased
reserves; and it approved the reserves and reserving methodology of Universe at
essentially the levels established by the insurance company, subject to minor
modifications proposed by an independent actuary retained by TDI to review
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Note 18 - Regulatory Matters (continued)
Universe's reserving method.
In addition, Universe agreed in the Consent Order
to reduce the carrying value of its investment in AlA stock to GAAP book value
by December 31, 1996.
TDI approved the sale and transfer of the GUH plan
business to Centennial as proposed by Universe.
Universe reached an agreement with the Idaho Insurance Department concerning the
principal examination adjustments proposed by the examiners. The Idaho Insurance
Department will not require Universe to record any adjustments to the value of
its investment in its wholly-owned subsidiary, AlA, or to the amount of its
reserves as of December 31, 1993. The carrying value of AlA will be adjusted to
GAAP book value, including deferred acquisition costs, at July 1, 1995 (at
December 31, 1994 the adjustment would decrease statutory capital and surplus by
approximately $4 million) (see Note 19). The Department will permit Univer3a to
make the required reserve adjustments ratably, on a quarterly basis beginning
with the third quarter of 1995 and ending December 31, 1996 (at December 31, 1994
the adjustment would decrease statutory capital and surplus by approximately
$386,000), in accordance with the Texas Consent Order.
Universe's required adjustment to the carrying value of its investment in its
wholly-owned subsidiary, AlA, raises substantial doubt about Universe's ability
to continue as a going concern as Universe's capital and surplus would fall below
the statutory minimum requirements as described in note 20. continuation as a
going concern is dependent on a capital contribution to be received upon the
successful completion of the private placement offering described in note 19.
Upon successful completion of this offering, the Company would make a capital
contribution to Universe and AlA would be reorganized as a direct subsidiary of
the Company.
Management believes that changes which are currently being implemented as
discussed in note 19 (including reorganization of the ownership of AlA upon
additional financing from a capital infusion if the private placement is
successfully completed) would allow Universe to continue to operate above minimum
statutory requirements as required by risk~based capital requirements imposed on
life insurance companies.
Note 19 - Subsequent Eyent
During 1995, the Company plans to shift its primary business focus from insurance
underwriting, through its own insurance subsidiaries, to marketing insurance
products and services as well as other financial products. In connection w,ith
this shift of business focus, the Company is in the process of restructuring its
management, capital structure and business strategy.
As part of this
restructuring, the Company intends to acquire a majority of the shares held by
the majority shareholder and founder. A new senior management team would join
the Company and receive a substantial interest in the Company's stock.
In
addition, the Company has initiated a private placement of preferred stock in
which it intends to raise a minimum of $5,350,000 up to a maximum of $7,350,000.
The new preferred stockholders would have a right to convert to common stock and
would have warrants to purchase shares of Company common stock during a specified
30
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Note 19 - subsequent Event continued}
period of time. The Company would have the right to redeem the preferred shares
at any time.
It is intended that the acquisition of stock from the majority
shareholder would occur simultaneously with the issuance of new preferred stock.
Upon the successful completion of the private offering, the Company would
contribute a minimum of $4,200,000 in capital to Universe, and AlA would be
reorganized as a direct subsidiary of the Company.
This reorganization is
consistent with regulatory concerns and objectives of the Company to replace the
AIA carrying value for Universe's statutory capital purposes (see Note 18). In
addition, the Company would pay $700,000 of the proceeds of the offering in
connection with the redemption of the existing preferred stockholder.
The
Company would use the net offering proceeds in excess of t~e minimum to redeem
the existing preferred stock up to the full amount of the u.1paid balance of the
redemption price.
The transaction is subject to regulatory"approval.
Note 20 - Risk Based Capital
The annual statement instructions of the National Association of Insurance
Commissioners require the calculation of risk-based capital (RBC) for all life
insurance enterprises. The RBC serves as a benchmark for the regulation of life
insurance companies by state insurance regulators.
RBC provides for surplus
formulas similar to target surplus formulas used by commercial rating agencies.
The formulas specify various weighting factors that are applied to financial
balances or various levels of activity based on the perceived degree of risk, and
are set
forth in the RBC requirements.
Such formulas focus on .four general
types of risk: (a) the risk with respect to the company's assets (asset or
default risk); (b) the risk of adverse insurance experience with respect to the
company's liabilities and obligations (insurance or underwriting risk); (c) the
interest rate risk with respect to the company's business (asset/liability
matching); and, (d) all other business risks (management, regulatory action, and
contingencies) •
The amount determined under such formulas is called the
authorized control level RBC (ACLC).
The RBC guidelines define specific capital levels based on a company's ACLC that
are determined by the ratio of the company's total adjusted capital (TAC) to its
ACLC. TAC is equal to statutory capital, plus the Asset Valuation Reserve and
any voluntary investment reserves, fifty percent of dividend liability, and
certain other specified adjustments. The specific capital levels, in declin~ng
order, and applicable ratios are generally as follows:
"Company Action Level"
where TAC is less than or equal to 2.0 times ACLC; "Regulatory Action Level"
where TAC is less than or equal to 1.5 times ACLC; "Authorized Control Level"
where TAC is less than or equal to 1. 0 times ACLC; "Mandatory Control Level"
where TAC is less than or equal to 0.7 times ACLC.
companies at the Company
Action Level must submit a comprehensive financial plan to the insurance
commissioner of the state of domicile. Companies at the Regulatory Action Level
are subject to a mandatory examination or analysis by the commissioner and
possible required corrective actions. At the Authorized control Level, a company
31
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Note 20 - Risk Based Capital (continued)
may be subject to, among other things, the commissioner placing it under
regulatory control. At the mandatory Control Level, the insurance commissioner
is required to place a company under regulatory control.
At December 31, 1994, Universe's TAC was $5,388,889 or 2.9 times its ACLC
($5,864,717 or 2.2 times its ACLC in 1993).
Accordingly, Universe does not
currently fall into one of the above levels.
However, after taking into
consideration the required adjustment for the carrying value of AIA on July I,
1995, Universe's TAC would be reduced to the Mandatory control Level (see notes
18 and 19).
At December 31, 1994, Great Fidelity's TAC was $3,692,520 or 9.3 times its ACLC
($4,045,184 or 9.1 times its ACLC in 1993). A=cordingly Great Fidelity does not
currently fall into one of the above levels.
Note 21 - Contingencies
In August of 1993, judgment was entered against Universe for $72,000 actual
damages and $300,000 exemplary damages in connection with a denied medical
claim.
Universe has appealed.
In the opinion of counsel, it is not likely
Universe will ultimately sustain a material loss in connection with this lawsuit.
Various other lawsuits against Universe have arisen in the ordinary course of
Universe's business. Contingent liabilities arising from this litigation are not
considered material in relation to the financial position of Universe.
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AlA SERVICES

CORPORA~ION

COnsolidated Balance Sheets
March 31, 1995 and December 31, 1994
Assets
March 31,
1995
Investments
Cash
Accrued investment income
Receivables
Income taxes receivable
Prepaid expenses
Property and equipment I net
Deferred income taxes
Deferred policy acquisition costs
cost of insurance and licenses acquired
Total assets

December 31,
1994

$39,551,053
88,967
374,541
6,160,413
243,356
852,824
1,078,631
25,910
4,034,951
3,578,916

$43,066,538
432,566
350,514
6,676,813
250,712
878,680
1,158,635

$55,989,562

560,925,161

$36,478,328
747,000
10,468,970
1,723,152
6,163,899

$42,464,979
766,000
8,148,827
1,840,628
6,654,000

55,581.349

59,874.434

1,865,029

1,903.101

4,394,438
3,716,265

Liabilities
Policy benefits and other policy liabilities
Unearned commissions
Accounts payable and accrued expenses
Mortgages and notes payable
Securities sold under agreement to repurchase
Total liabilities
Stated value preferred stock - redeemable and
convertible, no par value, 200,000 shares
authorized, 186,503 and 190,310 shares
issued and outstanding, respectively

Stockholders' Equity (Deficit)
Common stock - $1 par value, 5,000,000 shares
authorized, 1,033,380 issued and 973,344
outstanding in 1995 and 1994
Additional paid-in capital
Treasury stock, 60,046 shares at cost
Unrealized losses on securities available for
sale and equity securities, net
Retained earnings (deficit)
Total stockholders' equity (deficit)
Total liabilities and stockholders'
equity
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1,033,380
771,318
(1,244,153)

1,033,380
771,318
(1,244,153)

(339,387)
(1,677.974)

(493,219)
(919.700)

(1,456,816~

(852,374)

S55,989.562

$60.925.161
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AlA SERVICES CORPORATION
Consolidated Statements of Income
For the Three Months Ended March 31, 1995 and 1994

Revenues
Insurance premiums earned
Ceded premiums

March 31,
1995

March 31,
1994

$10,089,030
1.060,020

$20,321,183
8,081,501

9,029,010
1,233,727
433,329
695,499

12,239,682
1,420,490
874,817
26,822

11,391,565

14,561, 811

7,059,823
588,750

14,093,179
6,106,370

6,471,073
2,017,530
3,669,384
83,479

7,986,809
2,221,509
4,024,486
82,900

12 ,241, 466

14,315,704

Commissions
Investment income
Administrative fees
Total revenues
Benefits and expenses
Policy benefits
Reinsurance recoveries

Commission expense
General and administrative expense
Interest expense
Total expenses
Income (loss) before income taxes
Provision for (benefit from) income taxes
Net income (loss)

246,107
58,261

(849,901)
(91,627)

S

(Z~fJ,2H)

S

lfJl,845
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AlA SERVICES CORPORATION

COnsolidated statements of stockholders' Equity
For the Three Months Ended March 31, 1995

Common
stock
Balance, December 31,
1994

$1,033,380

Additional
Paid-in
Capital

$

771,318

Treasury
stock

Unrealized Gains
and Losses on
securities
Available for
Sale and Equity
securities

$(1,244,153) $

(493,219)

Net loss

$

(919,700)
(758,274)

Unrealized holding gains
on securities
available for sale
Balance, March 31, 1995

Retained
Earnings
(Deficit)

153,832
S1. Q~~

[~8Q
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AlA SERVICES CORPORATION

COnsolidated statements of Cash Flows
For the Three Months Ended March 31, 1995 and 1994
March 31,
1994

March 31,
1995
Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income (loss)
to net cash provided by operating activities
Depreciation and amortization
Gain on sale of investments
Gain on sale of equipment
Change in assets and liabilities:
Accounts receivable
Prepaid expenses
Deferred policy acquisition costs
Accounts payable
Income taxes receivable and deferred
taxes
Future policy benefits
Unearned commissions

S

(758,274)

$

1,122,959

941,082
(1,038)
(300)

Total adjustments
Net cash (used) provided by
operating activities

(288,025)

529,606
25,856
(320,810)
2,320,140

188,761
(39,927)
(717,438)
163,501

(97,800)
(5,986,651)
(19,000)

57,820
(847,123)
180,000

(2,608,915)

(179.472)

8,374

(3,367,189)

Cash flows from investing activities:
Capital expenditures
Purchase of bonds and stocks
Proceeds from sale of bonds and stocks
Proceeds from sale of equipment
Change in assets:
Mortgage loans
Policy loans
Notes receivable
Short-term investments

(96,543)
(3,213,143)
2,528,679
657,000

(19,405)
475,218
2,132

Net cash provided by investing activities
Cash flows from financing activities:
principal payments of long-term debt
Redemption of preferred stock
Net cash used by financing activities
Net (decrease) increase in cash
Cash at beginning of period

s

Cash at end of period

187.846

13,325
(6,377)
(37,233)
3,241. 578

44,981
(4,237)
(27,248)
5]4,982

3,669,238

464,471

(607,577)
(38,071)

(251,267)
(23,575)

(645,648)

(274,842)

(343,599)

198,003

432,566

169,464

88,967

$

367,467
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AIA SERVICES CORPORATION
Schedule of Policy Benefits and Other Policy Liabilities
(GAAP Basis)
March 31, 1995 and December 31, 1994

March 31,
1995

December 31,
1994

Future policy benefits:
Life and Annuity

- Universe
- Great-Fidelity
Accident and health - Universe
- Great Fidelity
SEA - Universe
Supplementary Contracts - Universe

325,155
8,419
6,892,798
16,293,162
9,689,607
30Q,189

S 5,074,918

;3;3,:20;1,;330

3~,5fi2,fi:Z:Z

7,500
6,000
2,349,056
397,820

6,000
6,306,905
383,250

2,760,376

6,696,155

47,194
1fiL 428

34,412
171,735

208,fi22

20fi,147

536,478,328

542,464,979

S

6,161
4,880,872
16,056,149
9,233,778
310,799

Claim Liabilities:
Life and annuity

- Universe
- Great Fidelity
Accident and health - Universe
Great Fidelity

Other:
Universe
Great Fidelity

Total policy benefits and other policy
liabilities
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AIA SERVICES CORPORATION
One Lewis Clark Plaza
Lewiston, Idaho 83501
NOTICE OF SPECIAL MEETING OF. SHAREHOLDERS
July 18, 1995, at 3:30 p.m. PDT
You are cordially invited to attend .a special meeting of
shareholders of AlA Services Corporation (IICompanyll). The meeting will
be held at the Company's offices at One Lewis Clark Plaza, Lewiston,
Idaho on Tuesday, July 18, 1995, at 3:30 p.m. PDT.
The Company's shareholders previously approved
reorganization and recapitalization at a special meeting
1995. Since that time, however, changed circumstances have
changes in the reorganization plan. Some components of the
require shareholder approval.

a
plan of
on March 11,
necessitated
revised plan

The meeting will be held for the purpose of considering and voting
upon certain corporate transactions necessary to implement the company's
revised plan to reorganize the Company's capitalization, ownership and
operations.
The proposed reorganization includes. the following
transactions:
1.

Amendment of the Company' s Articles of Incorporation to decrease
the par value of Company's Common Stock from·$1.00 per share to
$0.01 per share, to cancel the previously authorized 735,000
shares of Series B 10% Preferred Stock, to increase the number
of authorized shares of Series C 10% convertible Preferred stock
from 150,000 shares to 500,000 shares, and to allow the holders
of the Series C Preferred Stock to elect two directors to the
Company's Board of Directors.

2.

Cancellation of the previous authorization to issue Series B
Warrants to purchase up to 22.64% of the Company's Common stock
and Series C Warrants to purchase up to 10.4% of the Company's
Common Stock; and authorization to issue Series C Warrants to
purchase up to 15.33% of Company's· Common stock.

3.

Issuance of 150,000 shares of Series C Preferred Stock and the
Series C Warrants to purchase up to 4.6% of company's Common
Stock, pursuant to an Investment Agreement with Messrs. Cashman
and Beck.

4.

Issuance of a special warrant to Messrs. Cashman and Beck to
purchase up to 6% of Company's Common Stock.

5.

Redemption of all of Reed J. Taylor's 613,494 shares of
Company's Common Stock for $7.5 million and certain other
consideration, pursuant to the terms of a Stock Redemption
Agreement, a Consulting Agreement and related documentation;
application of the proceeds of sale of 150,000 shares of Series
C Preferred stock and attendant Series C Warrants to the $1.5
million down payment of the redemption price for Reed J.
Taylor's Common Stock i issuance of the Company's $ 6 million
promissory note for the balance of the redemption price for Mr.

NOTICE OF SPECIAL MEETING
OF SHAREHOLDERS
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Taylor's Common Stockj and related transactions wi~h Mr. Taylorr
including·· (without limitation) the Consulting· Agreement and
certain documents pursuant to which r to secure the payment of
the promissory, Mr. Taylor is granted a security interest in the
stock and the commission income of company's operating
subsidiaries.
6.

Borrowing of $2.8 million from West One Banki and the issuance
of warrants to purchase up to nine per cent (9%) of Company's
Common stock in consideration· of loan guarantees by Messrs.
Cashman &.Beck.

7.

Application of a portion of the proceeds of West One Bank loan
to the partial redemption of the outstanding Series A Stated
Value Preferred Stock and the full payment of the company's
indebtedness to First Interstate Bank.

8.

Contribution of at least $1.0 million of the proceeds of West
One Bank loan to the. Company's subsidiary r The Universe Life
Insurance company
(nULIC") i
and distribution of ULIC' s
subsidiarYr AlA Insurance r Inc., to the Company.

9.

.Approval of an amendment to Company's 1989 stock option Plan for
key employees to increase the number of shares of .Common Stock
reserved for issuance upon exercise of options granted under the
plan from 400,000 to 500,000.

10.

Authorization of a three-for-one (3:1) split of Company's Common
Stock.
.

'11.

Authorization to issue additional shares of Series C Preferred
Stock and, attendant to each such share, a Series C Warrant to
purchase .0000307::% of Company's Common Stock.

12.

All other corporate actions necessary to recapitalize and
reorganize the Company . (including, without limitation r all·
necessary regulatory filings to obtain approval of change of
control of Company's insurance subsidiaries) in accordance with
plan approved by Board of Directors.

As soon as possible prior to the meeting r the Company will forward a
Statement which summarizes the various transactions included in
the proposed plan of reorganization, together with a form of proxy for your
use in the event you are unable to attend the meeting. If you attend the
meeting, you may vote either in person or by your proxy.
Disclos~re

If you have any questions, please do not hesitate to-contact us.

i
f

I
I
!

i

JOLEE K •. DUCLOS

Lewiston, Idaho
June 27, 1995

NOTICE OF SPECIAL MEETING
OF SHAREHOLDERS

!

Asst. Secretary
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AlA SERVICES CORPORATION
One Lewis Clark Plaza
Lewiston, Idaho 83501
AMENDED
NOTICE OF SPECIAL MEETING OF SHAREHOLDERS
July 18, 1995, at 3:30 p.m. PDT

You are cordially invited to attend a special meeting of
shareholders of AlA Services Corporation ("Companyll). The meeting will
be held at the Company's offices at One Lewis Clark Plaza, Lewiston,
Idaho, on Tuesqay, July 18, 1995, at 3:30 p.m. PDT.
The Company's shareholders previously approved a plan of
reorganization and recapitalization at a special meeting on March 11,
1995. Since that time, however, changed circumstances have necessitated
changes in the reorganization plan.
certain transactions now
contemplated require shareholder approval.
The meeting will be held for the purpose of considering and voting
upon certain corporate transactions: necessary to implement the Company's
revised plan to reorganize the Company's capitalization, ownership and
operations. The proposed transactions include the following:
1.

Amendment of the company's Articles of Incorporation to
decrease the par value of Company's Common stock from
$1. 00 per share to $0.01 per share,· to cancel the
previously authorized 735,000 shares of Series B 10%
Preferred stock, to increase the number of authorized
shares of Series C 10% Convertible Preferred Stock and
attendant warrants from 150,000 shares to 500,000 shares I
and to increase the authorized Common stock from
5,000,000 shares to 11,000,000 shares.

2.

Issuance of Series C warrants to purchase up to 4.6% of
Company's Common Stock, in connection with their purchase
of 150,006· shares of Series C Preferred Stock pursuant to
an Investment Agreement with Messrs. Cashman and Beck.

3.

Issuance of special warrants to purchase up to 24% of
Company's Common Stock for nominal value in the
discretion of the Board of Directors as consideration for
various investment activities.

4.

In connection· with the sale of additional shares of
Series C Preferred Stock, issuance of a Series C Warrant
to purchase .0000307% of Company's Cqmmon stock for each
such additional Series C Share.

NOTICE OF SPECIAL MEETING
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5.

Amendment of Company's 1989 stock option Plan for key
employees, primarily to increase the number of shares of
Common stock reserved for issuance upon exercise of
options granted under the plan from 1,200,000 to
1,500,000 share (post-split).

Enclosed is a Disclosure statement which summarizes the various
transactions which· are included in the propos.ed plan of reorganization
and which require approval by Company's shareholders, together with a·
form of proxy for your use in the event you are unable to attend the
meeting. If you attend the meeting, you may vote either in person or by
your proxy.
If you have any questions, please do not hesitate to contact us.

JoLEE K.· DUCLOS

Asst. Secretary
Lewiston, Idaho
July 12, 1995

NOTICE OF SPECIAL MEETING
OF SHAREHOLDERS
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DISCLOSURE STATEMENT

July 12, 1995
The Board of Directors -of AlA services Corporation ("Company") I at a
nteeting on January 12, 1995, adopted resolutions authorizing the Company and
its management, subject to the receipt of all required Board, shareholder and
regulatory approvals and authorizations, to take the first steps toward the
reorganization of the Company's ownership, capitalization and operations. At
special meetings of the Board and shareholders of the company on March 7,
1995, a plan of reorganization and the particular transactions comprising the
plan were considered and approved. However, certain components of that plan
did not come to fruition, including the private placement of Series B
Preferred Stock.
The Company has therefore formulated and negotiated a
revised reorganization plan, which will be considered by the company's Board
of Directors and, if approved by the Board, by the holders of the Company's
co:mmon stock at special meetings to be held on March 18, 1995 at Company's
offices in Lewiston, Idaho. The shareholder meeting is scheduled to commence
at 3:30 p.m. PDT. The revised plan of reorganization includes the following
transactions:
1.

Amendment of the Company's Articles of Incorporation to decrease
the par value of Company's Common Stock from $1.00 per share to
$0.01 per share, to increase the number of authorized shares of
Common stock from 5,000,000 to 11,000,000 shares, to cancel the
previously authorized 735,000 shares of Series B 10% Preferred
Stock, and to increase the number of authorized shares of Series C
10% Convertible Preferred Stock from 150,000 shares to 500 I 000
shares.

2.

Issuance of Series C Warrants to purchase up to 4.6% of company's
Common Stock, pursuant to an Investment Agreement with Messrs.
Cashman and Beck, in connection with their purchase of 150,000
shares of Series C Preferred Stock.

3.

·Issuance of special warrants to investors to purchase up to 24% of
Company's Common Stock.

4.

In connection with the sale of each additional share of Series C
Preferred Stock, issuance of a series C Warrant to purchase
.0000~07% of Company's Common Stock.

5.

Amendment of
primarily to
for issuance
1,200,00Q to

6.

All other corporate actions' necessary to recapitalize and
reorganize the Company
(including,
without limitation, all
necessary regulatory filings to obtain approval of change of
control of Company's insurance subsidiaries) in accordance with
plan approved by Board of Directors.

Company I s 1989 Stock Option Plan for key employees
increase the number of shares of Common Stock reserved
upon exercise of options granted under the plan from
1,500,000 shares.
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